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Abstract 


Purpose- Numerous studies have explored entrepreneurial 
marketing (EM) activities in the firms that are established for a few 
years, but the research exploring the EM activities and challenges, 
particularly during the start-up phase, is scant. To cover this wide 
gap, the current study explores in-depth the EM activities and EM 
challenges faced during the start-up phase by a graduate 
entrepreneur who has exposure to both marketing and 
entrepreneurship education and practical EM experiences. 


Design/Methodology- In-depth case study approach has been 
adopted to study an SME owned and managed successfully by a 
graduate entrepreneur. 


Findings- After rigorous data analysis, in addition to the currently 
known seven EM dimensions, this study has discovered a new EM 
dimension, i.e., ‘legitimation’. Moreover, the key EM challenges in 
emerging economies are also identified. 


Practical Implications- The results have guided future 
entrepreneurs regarding their investment decisions, and to the 
entrepreneurship education policymakers regarding pedagogical 
up-gradation. 


SEISENSE Journal of Management 
Vol 3 No 1 (2020): DOI: https://doi.org/10.33215/sjom.v3il.272 , 1-14 
Research Article SEISENSE 


That Makes Sense! 


Introduction 


Economic development through entrepreneurship is the key concern globally (Ha & Hoa, 2018; Szerb & 
Trumbull 2018). However, the changing marketing dynamics over the years are causing new challenges for 
nascent entrepreneurs, and therefore, fewer entrepreneurs are entering the markets now, and even for those, 
there is a greater probability to fail and exit (Agostini, 2016; Bakhtiari, 2017; Cant & Wiid, 2017; Hanage, Scott, 
& Davis 2016; Hendrickson et al., 2015; Van Scheers, 2011). The failure of nascent entrepreneurs not only 
affects the failing entrepreneurs but also demoralizes upcoming graduates for choosing the entrepreneurial 
careers (Bakhtiari, 2017). In such a challenging and risky environment, even if the graduates take the initiative 
to start their ventures, Hanage et al. (2016) have found such graduate entrepreneurs underprepared to perform 
matketing functions during the start-up phase of their small or medium-sized enterprises (SMEs). 


One of the main reasons for graduate entrepreneurs being underprepared to perform marketing functions is 
the pedagogical gaps in the entrepreneurship education system, which leads the graduate entrepreneurs towards 
failure as well (Garo, 2017; Gummesson, 2014; Hutt & Walker, 2015; Molin & Sjóberg, 2017). Due to 
pedagogical gaps in entrepreneurship education system, business school graduates are found not to grasp the 
process of SME/entrepreneurial marketing; and lack such entrepreneurial skills to a great extent that are 
required to practically start an SME venture (Gosling & Mintzberg, 2006; Mintzberg, 2009; Pfeffer & Fong, 
2004; Raelin, 2007, 2009; Rousseau, 2012; Schoemaker, 2008). In agreement with the existence of this gap, the 
government institutions worldwide also acknowledge that to become a successful entrepreneur, the graduating 
students from universities must have a wide range of SME/entrepreneurial marketing skills including product 
development, selling and customer acquisition (Boosting High-Impact Entrepreneurship in Australia, 2015). 


Since the higher education institutions have recently recognized and acknowledged the need to develop 
entrepreneurship through the education system (Manimala, 2017); therefore, entrepreneurship education 
worldwide is still in an emerging phase. To upgrade the entrepreneurship education, there is the need to develop 
new curricula that are not possible without the theoretical developments, as new and advanced theories 
contribute towards the curricula up-gradation (Plewa et al., 2015). Similar to the general entrepreneurship 
education, the lack of theoretical development is highlighted by many researchers specifically in the domain of 
SME/entrepreneutial marketing as well (Kucel et al., 2016; Minniti, 2016; O'Cass & Morrish, 2016; Plewa et 
al., 2015). The studies exploring the entrepreneurial marketing practices and challenges of entrepreneurs are 
rarely done by the researchers so far. This leaves a wide research gap which the current research aims to cover 
through the in-depth exploration of entrepreneurial marketing practices and challenges of a graduate 
entrepreneur who owns, manages, and successfully running his SME venture. 


Entrepreneurial marketing is informal and ad hoc in nature (Franco et al., 2014), therefore, it is practiced more 
in the developing economies where macroeconomic indicators are unstable (Hameed et al., 2017; Singh, Saini, 
& Majumdar, 2015) resulting greater challenges for entrepreneurs as compared to the developed economies. 
On the contrary, entrepreneurial marketing literature has an abundance of studies from developed countries, 
whereas the studies on developing countries are scant. Therefore, to cover this contextual gap, the current study 
has been conducted in a developing country, i.e., Pakistan, to get deeper insights regarding entrepreneurial 
marketing practices and challenges. 


Theoretical Background 

Morris, Schindehutte, and Laforge (2002) define entrepreneurial marketing (EM) as “the proactive identification 
and exploitation of opportunities for acquiring and retaining profitable customers through innovative 
approaches to risk management, resource leveraging and value creation.” The term ‘EM’ is mostly used to 
describe the marketing undertaken by small and medium-sized firms, often at start-up or early growth phase 
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(Collinson & Shaw, 2001; Gilmore, Carson, & Grant, 2001; Martin, 2009; Morris et al., 2002). These small and 
medium-sized entrepreneurial ventures most of the times have limited financial and human capitals that usually 
requires creative marketing tactics including heavy use of personal networks by the entrepreneurs (Ali & Seiders, 
2011; Collinson & Shaw, 2001; Elvira, Besa, & Elona, 2014; Gilmore et al., 2001; Martin, 2009; Mortis et al., 
2002). 


In 2002, Morris and colleagues proposed seven dimensions of EM. These dimensions are: 1) Proactiveness, 
when an entrepreneur or firm behaves like an agent of change and creates a new market by offering new 
products or services (Lumpkin & Dess, 2001); 2) Opportunity driven, a continuous recognition and pursuit of 
opportunity without regard to the resources controlled; 3) Risk management, whereby an entrepreneur stays in 
comfort with random variance and ambiguity; 4) Innovation focused, that promotes new and different solutions 
and acting of the firm as an invention factory; 5) Customer Intensity, the reinforcement of passion for the 
customer where an entrepreneur act as an agent for the customer; 6) Resource leveraging, doing more with 
limited resources; and, 7) Value creation, the ratio between the benefits and cost (Kotler, 2001). 


Four of the EM dimensions, i.e., proactiveness, risk management, innovation-focused, and opportunity-driven, 
are derived by Morris et al. (2002) from work on entrepreneurial orientation; two dimensions, i.e., customer 
intensity and value creation are derived from the work on market orientation; whereas one dimension, Le., 
resource leveraging is commonly found in the entrepreneurship and marketing works of literature. Since the 
time seven EM dimensions are proposed, they have been used as a major underpinning theory in many studies 
(e.g., Chaudhury et al., 2014; Krisjanous & Carruthers, 2018; Kurgun et al., 2011; Thomas, Painbéni, & Barton, 
2013; Yang & Gabrielsson, 2017), and other than that, there is a wide range of recent studies that have also 
used this theory at some point to support their research (e.g., Andersson, Evers, & Gliga, 2018; Crick, Chaudhry, 
& Crick, 2018; Crick & Crick, 2018; Hagen, Zucchella, & Ghauri, 2019; Matthews, Chalmers, & Fraser, 2018). 
Howevet, despite been extensively used, rare attempts could be found in the literature to extend, upgrade, ot 
modify these dimensions. Reviewing the EM literature, it could be noticed that there are several EM practices, 
for instance, networking (Jones et al., 2013) that are not part of the current seven EM dimensions. Therefore, 
to expand the current dimensions, we aim to explore the phenomenon of EM in depth using the current EM 
dimensions as our interview protocol. 


At higher education institutions, marketing theories are generally taught from traditional marketing textbooks 
(e.g., Brassington & Pettitt, 2007; Jobber, 2009; Kotler et al., 2008), which focus on traditional marketing 
activities that include planning, formal marketing research and implementation of the marketing mix. Such 
theories are developed for large organizations that have an abundance of financial resources and marketing 
expertise. Owing to the constrained resources and unique characteristics of SMEs; and inherent characteristics 
of entrepreneurs (Gilmore et al., 2001; O’Dwyer et al., 2009), it is unsuitable to assume that SMEs can adopt 
the similar traditional marketing as those of large organizations (Hill, 2001). Thus, for the future SME start-ups 
by the graduate entrepreneurs, it is much needed to develop new marketing models that can be used to profile 
the EM practices of entrepreneurs in SMEs (Moriarty et al., 2008). 


To solve the above-discussed issues, this study aims to explore: 1) The EM practices of the graduate 
entrepreneur during the startup phase of business, and 2) The EM challenges faced by the graduate entrepreneur 
during the start-up phase of the business. The reasons for choosing the graduate entrepreneur were to be able 
to discuss in-depth marketing concepts; to determine the nature of key activities and challenges, and to get 
recommendations based on the practical entrepreneurial experiences to upgrade the entrepreneurial education 
system in the higher education institutions. 
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Methodology 


This research aims to explore the phenomenon of EM in-depth; for that, the single case study method is the 
most suitable because a case study allows an in-depth understanding of the phenomenon in exploratory research 
(Eisenhardt, 1989; Yin, 2009). Yin (2003) defines the case study as “an empirical inquiry that investigates a 
contemporary phenomenon within its real-life context, especially when the boundaries between phenomenon 
and context ate not evident." Yin (2003) also suggests that the case study approach is much useful if the 
contextual conditions are highly pertinent to the phenomenon of the study. Case studies usually accommodate 
large volumes of qualitative data obtained from a relatively smaller number of participants as compared to the 
quantitative studies. Therefore, at times, concerns about generalizability from case study findings are questioned 
due to the small sample size. However, Tsang (2014) argues that the case study has a stronger ability to make 
theoretical generalization than quantitative approaches. Unlike quantitative, where measures of reliability are 
commonly used, qualitative research calls on other approaches to ensure rigor. For instance, for the analysis of 
a case study, it is possible and recommended to make use of comparability and transferability criteria (Chreim 
et al., 2007). 


A graduate entrepreneur was chosen as the key informant (Kumar et al., 1993) for this study as he has the 
exposure to both the entrepreneurship and marketing education; and, the EM practices during the start-up. The 
graduate entrepreneur belongs to the health and fitness industry and has the certification in physical training 
before starting his business. At the time of the interview, the studied business was one and a half years old, 
which makes it the most suitable for this case study as the experiences of the graduate entrepreneur were not 
too old to recall, hence, minimizing the recall bias. A few pre-interview meetings with the graduate entrepreneur 
and his staff were followed by the semi-structured interview to gather the data. Following Kurgun et al. (2011), 
the seven dimensions of EM given by Morris et al. (2002) were used as the interview protocol in this study. 
Thus, the answers for each dimension were automatically related to EM. Therefore, the interview design was 
guaranteed to encompass the phenomenon of EM from all theoretical perspectives. 


A detailed presentation was given to the key informant explaining all the dimensions of EM beforehand. 
Although the business was still in the start-up phase, the informant needs to recall his experiences from the 
past. Therefore, considering this factor, the key informant was given ample amount of time to recall the 
appropriate examples of EM activities and challenges since the beginning of his venture. The graduate 
entrepreneur was asked the open-ended questions about EM practices and challenges during the start-up, for 
every single dimension of EM. Responses were audio-recorded and transcribed. Also, observations and key 
documents were collected, and social media pages were reviewed. 


Data Analysis 


Analysis of the data was first carried out manually, and later, to ensure the results, the qualitative data analysis 
software ATLAS.ti was used (Lewis, 2004). Interview transcripts, field notes, and all the key documents were 
imported into the software. The analysis started with open coding (Strauss & Corbin, 1990), whereby each line 
was constantly compared within the data to find the other chunks with similar meanings. Then all the related 
chunks were combined using axial coding (Strauss & Corbin, 1990), and the foregrounded themes indicated: 1) 
eight key dimensions as the key functions performed by the graduate entrepreneur, and 2) three themes for the 
EM challenges. All the findings were triangulated from internal sources to ensure the rigor, along with the 
analysis process (Boyatzis, 1998). These sources include employees, archival data, and social media pages. 
Adheting to the triangulation protocols, it has been ensured that the data gathered from the key informant must 
have at least one evidence from another source for its validation. 'The data gathered during the attempt of 
triangulation/validation were also uploaded in the software to complete the analysis process. 
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Findings and Discussion 


For the first objective, after analyzing the data, eight themes consisting of key EM functions were found. Seven 
of them had matched with the seven EM dimensions given by Morris et al. (2002). However, the eighth and 
the new theme that emerged very prominently is ‘legitimation.’ Thus, extending the previously known seven 
EM dimensions, the current study has discovered another dimension, which is also grounded in entrepreneurial 
and market orientations as the previous ones. Legitimation has not previously been identified in the literature 
as a dimension of EM. However, a study by Mort, Weerawardena, and Liesch (2012) has found it to be integral 
to entrepreneurial success. In the studied case, the graduate entrepreneur has demonstrated various techniques 
to enhance legitimacy, which is detailed in the subsequent section. 


To achieve the second objective, the data analysis has suggested three EM challenges in emerging economies. 
This is another unique finding that has rarely been foregrounded in the entrepreneurship literature. The 
identified EM challenges in the current study are crucial for the investment decisions of the entrepreneurs. 
Following sections below detail each of the key findings: 


Legitimation: A New EM Dimension 

Suchman (1995) defines legitimacy as "generalized perception or assumption that the actions of an entity are 
desirable, proper or appropriate within some socially constructed system of norms, values, beliefs, and 
definitions." Over time, legitimacy has emerged as a critical but often bewildering construct in the management 
theory. Tornikoski and Newbert (2007) argue that there are two types of legitimacy: 1) Confirming legitimacy, 
and, 2) Strategic legitimacy. Confirming legitimacy is when the entrepreneurs or firms possess those 
characteristics that are regarded credible by the society in which they operate, whereas strategic legitimacy is 
when the entrepreneurs engage in such activities that are aimed to convince the external audiences that the 
organization is well operational. In the studied case, the graduate entrepreneur is also found to be engaged in 
both types of legitimation simultaneously, for instance, his fitness certification and experience in the industry, 
are the foremost elements that made him the most suitable person for the fitness business and therefore created 
confirming legitimacy. Another example is while explaining about one of the EM challenges he faced during 
start-up, he briefed: 


"Before we just started CrossFit training studio but most of the people did not know the 
product or have product knowledge, so we added gym as well on people's demand [...] gyms 
are popular and commonly found in the city whereas CrossFit training studios are very rare, 

and the service is not known to the general public." 


The confirming legitimacy has been strengthened by adding the gym along with the existing CrossFit training 
studio. That helped them not only survive but grow rapidly because it has made their business more acceptable 
among the targeted population. At the same time, the graduate entrepreneur has also been found to be engaged 
in improvising activities such as sharing live workout videos and service reviews by existing clients on the social 
media to enhance the strategic legitimacy of his business. 


Many studies (e.g., Mort et al., 2012; Tornikoski & Newbert, 2007; Zimmerman & Zeitz, 2002) have found the 
entrepreneurs actively involved in legitimation as a patt of marketing function during the start-up phases of 
their ventures. Tornikoski and Newbert (2007) argue that to succeed, the nascent ventures must be perceived 
as legitimate to the individuals and organizations with whom they aim to engage in trades. To be legitimated by 
the immediate public, entrepreneurs need to focus less on their new businesses’ resource establishment and 
more on involving in behaviors that result in enhancing the perceptions of external audiences including 
customers, suppliers, lenders, and potential employees, that the new business is a highly capable and credible 
organization. 
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Tornikoski and Newbert (2007) suggest that when entrepreneurs engage in improvising and resource 
combination behaviors, the financiers and potential customers may perceive the nascent ventures to be 
legitimate, and due to that, they become more prepared for exchanging resources. Entrepreneurs improvise, 
such as when they frequently engage in the actions or behaviors that make the new firm more palpable to 
others, i.e., when they promote the image of the nascent firm as a reputable business (Gartner, Bird, & Starr, 
1992). In the studied case, for instance, the graduate entrepreneur had started marketing and promotional efforts 
through social media even before starting the business and tried to position his brand ‘well-reputed’ to the 
audience. 


Entrepreneurs exhibit resource combination behaviors, such as when they deliberately use or combine multiple 
types of resources they own or that are accessible, for the goods’ and services’ production (Tornikoski & 
Newbert, 2007). For instance, in the studied case, after starting the CrossFit training studio, renting another 
property for the gym and purchasing/importing gym machinery were the actions directed towards the 
development of services, as the graduate entrepreneur states: 


^ .. when we decided to open our gym, we ordered machines and equipment from outside of 
our country, through abroad." 


From the EM perspective, legitimation exhibits the reliability of a firm/entrepreneur, which positively 
influences the trading decisions of the immediate audience. The reliability and credibility achieved through 
legitimation enhance the perception of the audience that they are exchanging resources with the right 
person/firm or from the one who has the right tools/expertise. This confirms that legitimation is different 
from all seven dimensions of EM by Mortis et al. (2002) and has emerged as a new EM dimension in this study, 


as illustrated in Figure 1. 


Customer Intensity Opportunity Driven 


Figure 1 - Extension of the existing EM dimensions 


Legitimation 


New Dimension 


EM has been studied in the light of different theoretical viewpoints, among those, seven dimensions of EM by 
Morris et al. (2002) has been one of the most frequently used theories. These dimensions are proactiveness, tisk 
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management, innovation, customer intensity, resource leveraging, opportunity-driven, and value creation. These 
dimensions have been used as underpinning theory in many studies (e.g., Chaudhury et al., 2014; Krisjanous & 
Carruthers, 2018; Kurgun et al., 2011; Thomas et al., 2013; Yang & Gabrielsson, 2017) and other than that, 
there is a wide range of recent studies that have also used this theory at some point to support their research 
(e.g., Andersson et al., 2018; Crick et al., 2018; Crick & Crick, 2018; Hagen et al., 2019; Matthews et al., 2018). 
The current study has also used the dimensions of EM as the interview protocol to explore the practices of a 
graduate entrepreneur during the start-up phase. While doing so, a new EM dimension, i.e., legitimation, has 
been discovered by this study (see Figure 1). 


In the developing economies, the techniques used for legitimation by the entrepreneurs are somewhat different 
than in developed economies. For instance, a study was done by Mott et al. (2012) in the US has reported the 
entrepreneurs using a particular (American) website style to enhance the legitimacy of their business, results 
improve their online sales. Whereas in developing countries like Pakistan, due to the lack of cyber laws (Awan 
et al., 2016; Khan et al., 2013), people are much more reluctant in online purchases. Hence, specific technical 
features of products /setvices such as website style or payment security do not create legitimacy. Rather personal 
forms of legitimation are widely used; for example, personal experience, certifications, and qualifications are 
more frequently used by the entrepreneurs for legitimation. 


Another study by Alonso (2012) has highlighted the winemakers in a developed economy using the ‘buy local’ 
slogan to promote their products and using their heritage to create legitimacy. On the other hand, in developing 
economies, due to the lack of high-quality manufacturing, consumers generally prefer to buy/use imported 
products (Papadopoulos, Heslop, & Bamossy, 1990). It is also evident in the case studied, that despite the 
presence of local manufacturers, the graduate entrepreneur has imported complete gym machinery at a higher 
cost than local because the ‘imported machinery’ is regarded as credible and thus creates confirming legitimacy. 


Although many studies in the past have identified entrepreneurs engaged in legitimation (e.g., Mort et al., 2012; 
Thompson, Purdy, & Ventresca, 2018; Wang, Thornhill, & De Castro, 2017), however, no study to date in the 
entrepreneurship literature has recognized legitimation as a core EM dimension. Legitimacy as a domain has 
certainly received less attention from the entrepreneurship researchers as compared to the level of involvement 
in legitimation by the entrepreneurs. The future entrepreneurs need to consider legitimation along before 
starting their new ventures because to gain confirming legitimacy whereby future entrepreneurs may need to 
gain experience and expertise; it could require several months or years. 


Entrepreneurial Marketing Challenges in Emerging Economies 

The second objective of the current study was to explore the EM challenges faced by the graduate entrepreneur 
during the start-up phase. Thus, along with the identification of a new EM dimension, the current case study 
has also brought forward the EM challenges in the emerging economies. While analyzing the data for EM 
challenges, three major themes were highlighted as detailed below: 


Change Resistant Culture 

Like many underdeveloped countries, Pakistan is also comprised of change resistance culture, and generally, 
people in Pakistan are reluctant to adopt the innovation (Haleem, 2015). Hofstede (2019) has also indicated this 
in the 6-D model that the people in the underdeveloped country like Pakistan mostly follow the philosophy of 
collectivism and represent a highly restrained society. In the studied case, the graduate entrepreneur has also 
encountered the change-resistant behavior in his targeted audience. He offered the new services of CrossFit 
training and high-intensity interval training (HIIT) that were not offered elsewhere in the town. Despite 
intensively promoting the services for several months, he could not convince the targeted audience on the 
benefits of the new facilities; thus he was compelled to open a traditional gym as well to gain legitimacy among 
the targeted audience, as he states: 
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^... We just operated CrossFit training studio, but most of the people did not know the product 
or have product knowledge, so we added the gym as well on people's demand. [...] after eight 
to nine months." 


Underdeveloped economies worldwide are usually changing resistant, which is perhaps one of the reasons for 
their slow development. This resistance to change shows in people's behaviors, actions, decision-making, and 
choices, and this reality could not be changed in a short period (Haleem, 2015). Entrepreneurs in the emerging 
economies need to understand consumers’ change-resistant mindset, and it might require massive spending on 
marketing communications, particularly if an entrepreneur wants to bring innovation to the market. Future 
entrepreneurs must consider this reality while making their investment decisions in any emerging economy. 


Weak Legislation and Law Enforcement 

The weak legislation and implementation of laws in underdeveloped countries create big challenges for 
businesses, particularly during the start-up phase. For instance, in Pakistan, among other major problems, one 
is the electricity cost for commercial consumets is very high; moreover, due to the electricity production 
shortage, the businesses face eight to ten hours of electricity shut down every day. Due to these issues, many 
businesses have to make the extra investment to buy and install solar panels to produce their electricity. This 
helps in lowering the long-term electricity cost as well as avoiding the electricity shutdowns (Sheilds, 2009). 
After trying to follow the same trend, the graduate entrepreneur faced a loss, and he states that: 


^... initially, we decided to install solar panels for lowering the operating cost of our business, 
but we faced few problems in this, [...] so one of them was that our building was on rent and 
the owner did not allow us after we purchased the equipment, so he refused to let us install the 
equipment on this building and in this shape, we faced huge loss. [...] Yes, we communicated 
with him earlier, but at that time, he was agreed, but after when we purchased the solar 
panels, then he refused that to be fitted." 


The actual challenge faced by the graduate entrepreneur was when he could not take any legal action against 
the miscommunication that occurred between him and his landlord. So eventually, the graduate entrepreneur 
had to take the loss only because his investment was on the line. In developing economies, due to weak 
legislation and law enforcement, it is usual for entrepreneurs to face high monetary risks, as in case of any 
dispute, they are often unable to get the justice easily. This reality must be considered by future entrepreneurs 
while making their investment decisions in emerging economies. 


Lack of Professionalism 

Another major problem in underdeveloped countries like Pakistan is the lack of professionalism (Rizvi & Elliott, 
2007). For instance, in the studied case, a similar problem has been encountered continuously by the graduate 
entrepreneur from the first day of his business, as a frequent observation detailed below: 


“People’s behavior and businesses in Punjab province generally lack professionalism. Due to 
this, entrepreneurs, marketers, and customer serving staff prefer to make emotional business 
relations rather than dealing professionally. So, this type of emotional relationship in business 

is sometimes very hard to manage.” 


This unprofessionalism in business communication has created a major challenge for the graduate entrepreneur 
in training the new staff and delivering professional services, as he mentions: 


“Our biggest challenge was staff because we had to train them for this type of service. [...] I 
think we didn’t know how to train our staff. [...] it took a long time to train them.” 
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According to Askary (2006), lack of professionalism is a common problem in the developing countries, 
particularly in the Middle Eastern and Southeast Asian Islamic states. He (2006) has also proved that the 
countries ranking higher on individualism in the Hofstede's (2019) 6-D model, are proved to be higher in 
professionalism, and the countries lower in rankings of ‘uncertainty avoidance’ and ‘power distance’ are also 
more likely to be ranked high in professionalism. In the case of Pakistan, it ranks contrastingly, i.e., it ranks low 
on ‘individualism’ and high in ‘uncertainty avoidance’ and ‘power distance,’ thus proved to be a society with a 
lack of professionalism. Lack of professionalism is a major problem in developing countries, which requires the 
extra investment or, in some cases running costs for the business; for instance, entrepreneurs may need to 
invest heavy resources in the training of employees (Rizvi & Elliott, 2007). These issues must be considered 
and deeply analyzed by the entrepreneurs well before entering into the markets of emerging economies. These 
realities of emerging economies could not be changed in a short period; however, improving the literacy rate 
by providing high-quality education could probably change this reality in the long-term. 


Conclusion 


This case study has aimed to explore in-depth the EM activities and EM challenges faced by the graduate 
entrepreneur who has exposure to both entrepreneurship and marketing education; and practical EM 
experiences. The reasons for choosing such graduate entrepreneurs as the key informant were to be able to 
discuss in-depth marketing concepts, to determine the nature of key activities and challenges, and to get 
recommendations based on the practical entrepreneurial experiences. The currently known seven dimensions 
of EM wete used as the interview protocol in this study in an attempt to extend or modify the existing 
dimensions. After rigorous analysis, this study has first discovered a new EM dimension, i.e., legitimation, in 
addition to the currently known seven EM dimensions. Future entrepreneurs need to consider legitimation 
along before starting their new ventures as it may take months or years to gain legitimacy. Secondly, a range of 
EM challenges in emerging economies have been found that are hard and costly to control, and the 
entrepreneurs must consider and analyze these while making their investment decisions in emerging economies. 
The graduate entrepreneurs, in particular, could be able to overcome these challenges if they are trained 
accordingly at the higher education institutions. If the higher education institutions follow the recommendations 
given in this study, it could assist them in producing high-quality graduate entrepreneurs in the future that would 
be able to survive and contribute to the development of the economy. 


Recommendations 


The identification of legitimation as an EM dimension opens the avenues for future researchers to further 
explore the ways entrepreneurs engage in legitimation and how that varies from one industry /sector to another. 
The researchers could also further explore the typologies of legitimation and develop quantitative scales to 
determine the minimum acceptable level of each type of legitimation for the businesses to succeed. Further, the 
future researchers could also explore the impact of all identified EM challenges on each, entrepreneurial failure 
and investment decisions of entrepreneurs. 


The pedagogical gap in the entrepreneurship education system can be seen from the examples of many 
developing countries, for instance, in Pakistan, after reviewing the higher education institutions’ 
entrepreneurship education systems, it has been found that the specialized entrepreneurship programs are rarely 
offered to the students. The options that are widely available to the students are the programs of traditional 
business administration, designed and focused on getting employment in large organizations. This leaves the 
new graduate entrepreneurs untrained in many key entrepreneurial skills like EM. In few higher education 
institutions where entrepreneurship education is available, upon reviewing the pedagogical structure, it has been 
noticed that entrepreneurship education is delivered in the same way as the traditional business/marketing 
education (Le., through coursework). Whereas, in line with the graduate entrepreneur's recommendation, 
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Piperopoulos and Dimov (2015) also suggest that entrepreneurship courses should be designed and delivered 
with the ‘practically oriented’ context and teaching pedagogies because practically oriented programs develop 
significant entrepreneurial skills that affect highly on the practical outcomes among graduate entrepreneurs. 
Hence, there is a high need to develop EM pedagogies by business schools based on practical learning, 
particularly in emerging economies, to substantially fill this pedagogical gap in entrepreneurship education. 


Ahmad and Buchanan (2015) also argue that rather than solely focusing on functional understanding of 
entrepreneurship or business (like traditional business coursework), the objectives of strengthening 
entrepreneurship education in universities should be reconsidered in such a way as to enhance graduates’ 
acquisition of skills and competencies needed to initiate and retain new businesses. Thus, higher education 
institutions need to upgrade entrepreneurship education by developing new EM pedagogies focusing on 
practical learning and skill development, so that in future, high-quality graduate entrepreneurs could be 
produced that are better prepared to encounter EM challenges to survive and contribute to the development 
of the economy. 
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Abstract 


Purpose: The literature on demutualization is confined to efficiency 
and social welfare issues. Little empirical literature exists on the 
effect of demutualization on listed firms. This study examines the 
impact of demutualization on the liquidity of listed firms’ stocks. 


Methodology: It empirically investigates how the liquidity of listed 
firms’ stocks is affected by demutualization. Analyzing data of 137 
non-financial firms listed on the Pakistan Stock Exchange for 2005 
to 2017, we employ fixed effect regression to test the hypotheses. 


Findings: We find that demutualization has significantly improved 
liquidity. We analyze all three dimensions of liquidity that are the 
trading activity, market impact, and transaction cost. We find that 
demutualization increases trading activity, improve market depth, 
and has reduced the transaction cost. 


Implications: Our findings suggest that demutualization is 
beneficial not only for listed firms but also for its shareholders as 
all three dimensions of liquidity are improved by demutualization. 
Stock exchanges that are not demutualized and are facing liquidity 
problem, can be improved by changing its structure from mutual 
to demutualized. 


Originality: Prior literature focuses on the impact of 
demutualization on the stock market or social welfare. There is 
scates teseatch on the effect of demutualization of the listed firm. 
This study fills this gap by analyzing the impact of demutualization 
on listed firms' liquidity in a developing economy, such as Pakistan. 
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Introduction 


Stock exchanges traditionally operated as non-profit or membership organizations. Decisions were made based 
on one-person-one-vote. There was no competition or regulations. The market makers or members of the 
exchange controlled the price, range of setvices, and quality of services produced by the stock exchange. 
Members had decision-making power, ownership, and trading rights. In mutual exchanges, ownership is not 
transferrable but is terminated if a member quit. These exchanges performed monopoly businesses on their 
local matkets. Companies have no option but to list on their local exchange, and investors have the only option 
to invest their money in their local market. Since 1993 when the first stock exchange of the wotld, the 
Stockholm Stock Exchange, was demutualized, the business environment of stock exchange has been 
dramatically changed. 


Moreover, this change is continued as more and more exchanges are getting demutualized. Through 
demutualization the non-profit member-owned exchanges are converted into for-profit investors-owned 
limited companies. Demutualization is motivated by globalization, technological advancement, regulatory 
reforms, and the introduction of new financial products. Due to the changing business environment for the 
stock exchange, they also needed to react accordingly, but it was not possible under the mutual structure. 


More research is needed to identify how firms’ stock liquidity is affected by demutualization, as this relationship 
is largely unidentified. There are both regulatory and economic aspects of demutualization which affect all 
stakeholders and the economy. Prior studies focused on either the regulatory issues connected to 
demutualization or on the relationship between demutualized exchanges and their financial performance. This 
paper explores the relationship between demutualization and stocks of listed firms traded on these converted 
exchanges. We focus on what firms gain from demutualization. This is the main question to be addressed in 
this study. This is done through empirically analyzing firms listed on Pakistan Stock Exchange Limited (PSX), 
which is demutualized in 2012. 


Liquidity is important to be analyzed because it ultimately affects the cost of capital. It will be hard to sell a 
security that has low trading volume because it pushes the ask-bid spread to be high. This will be reflected in 
the prices; hence it makes the stock less desirable for investors. Amihud and Mendelson (1986) were among 
the pioneers who explore the relationship between bid-ask spread and stock returns and find that when the bid- 
ask spread is broader, investors will expect higher returns to compensate for the trading cost. The higher bid- 
ask spread will result in high volatility and low liquidity, which will push transaction cost higher. As a result, the 
market participants will expect higher returns to remunerate this higher transaction cost. Measuring liquidity 
through turnover rate, Datar, Naik, and Radcliffe (1998) found that liquidity significantly affects the variations 
in stock returns. Therefore, liquidity is important for both firms and stock exchanges on which they are traded. 


This study aims to explore the relationship between demutualization and stock liquidity. This study sheds light 
on how firms gain from demutualization in terms of liquidity. 


The rest of the paper is organized into different sections. Section 2 is the review of the literature regarding 
demutualization and its various implications. In section 3, we developed a hypothesis on the effect of 
demutualization on liquidity. Section 4 explains the methodology. Section 5 provides the empirical results, and 
we conclude the paper in section 6. 


Literature Review 


The term demutualization is defined as the transformation of a non-profit entity owned by members to for- 
profit corporations owned by its investors (Karmel, 2000). The traditional mutual exchanges were run by 
members, and only they had access to the trading activities. Lee (1998) argued that members or brokers ran 
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mutual exchanges, and investors have to pay a fee to these brokers for their services if they want to trade on 
the stock exchange. This made them resistant to change because their competitive position and source of 
revenue were at risk. The demutualization process often consists of four steps; the first one is to obtain the 
consent of regulatory bodies and government, then transferring rights of membership to shares, followed by 
the listing of exchange and public issuance, with eventual or immediate freely traded shares (Hughes & Zargar, 
2006). Since the inception of demutualization in 1993, a large number of stock exchanges around the globe 
have demutualized. These include stock exchanges of countries like the USA, UK, Australia, Singapore, Hong 
Kong, India, Japan, Malaysia, among others. 


According to the report of the World Federation of Exchanges published in 2017, around 66% of the world's 
exchanges have been demutualized. This percentage is expected to increase as more and more stock exchanges 
are planning to demutualize. Globalization and technological advancement have changed the traditional view 
of exchanges. The introduction of ECNs and computerized exchanges has eliminated the need for 
intermediation. It has limited the presence of brokers on the trading floor. Now investors are not obliged to go 
to the trading floor for listing and trading physically. These technological advancements have allowed investors 
to trade on exchanges throughout the globe. This increased the competition among exchanges, and to get the 
matket share; they need to adapt to these changes. The traditional member-owned exchanges have many 
drawbacks as they ate not flexible to the changing environment (Steil, 2002). 


Demutualization literature is mostly composed of regulatory issues and the financial performance of exchanges. 
Analyzing the relationship between demutualization and stock exchange efficiency, Hart and Moore (1996) find 
a significant improvement in efficiency after the demutualization of the stock exchange. Steil (2002) is of the 
view that demutualization reduces the control of brokers. Cybo-Ottone, Di Noia, and Murgia (2000) argue that 
demutualized exchanges should run as a for-profit entity and should serve the interest of exchange rather than 
the interest of members. Aggarwal (2002) argues that these converted exchanges accompanied by a change in 
governance structure have to represent outside shareholders. Taking an example of three stock exchanges that 
were demutualized, Aggarwal (2002) find that the shares price performance of these exchanges is improving 
since the day of demutualization. The share price and the number of shareholders are increasing since the day 
exchanges became public companies. 


Researchers also analyzed stock exchange performance after demutualization to found whether it is improved 
by demutualization. Krishnamurti, Sequeira, and Fangjian (2003) find that demutualization improves the market 
quality of stock exchanges. In their study, Schmiedel (2001) find that the demutualization of exchanges 
positively affects cost efficiency. These exchanges perform 20-25% better than the efficiency benchmark. 
Market size, change in the governance structure, trading services diversification, and adoption of new 
technology has a greater influence on trading services. Schmiedel (2002) finds that the European stock exchange 
has progressed in efficiency from 1993 to 1999. The introduction of new technologies, changes in governance 
structure, and innovation have resulted in greater growth in these stock exchanges. Due to improved 
governance and efficiency, the operating and market performance of demutualized stock exchanges have 
improved (Aggarwal & Dahiya, 2006). Angel (2003) find that demutualized exchanges react faster to changes, 
and that is more cost-efficient for investors in trading. This is an advantage that demutualized exchange has 
over a mutual one. Considering the Australian Stock Exchange (ASE) merger as a case, Otchere and Abou- 
Zied (2008) argue that the trading activity and profitability ratios of the Australian Stock Exchange have 
improved with demutualization. In his study, Azzam (2010) find that demutualization enhances financial 
performance, liquidity, and size and reduces its debt. Padilla-Angulo and Ben Slimane (2018) argue that 
demutualization, when accompanied with a change in governance structure, improves the efficiency of 
exchanges. They also argue that demutualization ameliorates the reputation of stock exchanges. Analyzing 
demutualization's short and long term impact on the performance of stock exchanges, Slimane and Angulo 
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(2018) find that it improves long term performance, while there is no significant improvement in performance 
in short-term. They also find that this enhanced performance is moderated by restructuring in corporate 
governance. 


There is scarce literature, which focuses on the effect of demutualization on firms that are listed on these 
exchanges. Taking the case of Euronext merger Nielsson (2009) finds that stock liquidity of listed firms has 
increased after demutualization. However, this liquidity is asymmetrically distributed across firms. He argues 
that the liquidity of firms with foreign sales and large firms has significantly increased after the merger, while 
the merger does not significantly affect the liquidity of medium and small firms. Researchers also found no 
evidence in an increase in the liquidity of firms that operate domestically. Studying the relationship between 
exchange consolidation and returns volatility, Ben Slimane (2012) find that there is no significant impact of 
consolidation on volatility. This study contributes to the literature by finding the relationship between the 
demutualization and liquidity of listed firms, which is overlooked by literature. 


Hypothesis Development 

Abundant literature exists on the effect of demutualization on different outcomes, but these studies are only 
confined to the theory of the firm. Most of the previous studies discuss financial performance, efficiency, or 
social welfare issues (e.g., Azzam, 2010; Ben Slimane & Padilla Angulo, 2017; Padilla-Angulo & Ben Slimane, 
2018; Serifsoy, 2008). There is scarce literature that analyzes demutualization from investors and listed firms’ 
perspective. Moreover, many theoretical models explain investment and shareholders' behavior. Howevet, not 
much is known about how demutualization affects investment decisions. 


Nielsson (2009) suggested that firms can gain stock liquidity from demutualization due to several reasons. First, 
after demutualization, the market may be broadened due to which there may be a larger number of participants 
in the market trading in the stocks of listed firms. Eventually, as a result of the increase in the number of market 
participants, every firm will deal with a larger number of investors. Second, after demutualization, the market 
may deepen, which means that a large number of stocks are available for investors at prices slightly different 
from the existing market price. As individual and large trades are now unable to move prices, this will make the 
market more liquid. Third, firms may gain liquidity from demutualization because, after demutualization, 
transaction costs may be reduced. Transaction cost is reduced due to the merger of clearing and trading systems 
and an increase in trading volume. The European Commission estimated that after the merger of the stock 
exchange, 2 to 5 million euros could be saved that is spent on clearing and trading (Economist, 2006). It is 
expected that trading volume could be increased after demutualization because of the reduction in transaction 
costs. This study focuses on whether Pakistan Stock Exchange (PSX) has attracted volume after 
demutualization. 


Based on these arguments, it can be hypothesized that the liquidity of listed firms might increase after 
demutualization. Therefore, we propose the following hypothesis: 


H1: Demutualization positively influences the liquidity of listed firms’ stocks. 
Methodology 


Data and sample 

To compute different variables used in the analysis, this study obtained data from different sources. Data 
regarding stock prices and turnover is obtained from khistocks, which is an online website dealing with 
companies’ stock prices and other financial information. Our panel consists of yearly observations from 2005 
to 2017. Pakistan Stock Exchange that is demutualized in 2012 is the focus of this study. Our sample includes 
one hundred thirty-seven non-financial firms listed on it. The panel also includes some control variables in 
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which prior literature suggests that it may affect liquidity. These variables include some firm-specific variables 
whose data is obtained from the financial reports of the firms. We also controlled for GDP per capita, and its 
data is obtained from the World Bank's database. 


The outcome variable of this study is liquidity, which can be calculated in different ways. A commonly used 
proxy for liquidity is trading volume, which can be defined as the number of shares of a company traded on 
the stock exchange over a particular period. Another proxy for liquidity is Turnover, which is used as the main 
variable in this study. Turnover is measured as the number of shares of a company traded over a particular time 
divided by the number of shares outstanding. It is considered a better measure of liquidity because it not only 
takes trading volume into account but also the number of outstanding shares. 


Trading activity, transaction cost, and market impact are different dimensions of liquidity. Turnover captures 
the trading dimension of liquidity that tells us about the trading activity of stocks of particular firms. This study 
aims to explore whether the amount of trading of listed firms’ stock is increased after demutualization or not? 
The turnover dimension of liquidity exactly answers this. However, following Nielsson (2009), we also included 
the market impact and transaction cost dimensions of liquidity in out study. These are measured by the Amivest 
ratio and the bid-ask spread, respectively. 


Liquidity Measures 

Turnover, which is the main variable of our study, measures the trading activity of the firm's shares. However, 
we ate interested in having a broader view of liquidity. For this purpose, two other dimensions of liquidity are 
taken into account. These two dimensions are transaction costs and market impact. Bid-ask spread captures the 
transaction cost dimension, while the Amivest ratio captures the market impact dimensions of liquidity 
(Nielsson, 2009). 


Amivest Ratio 

The market depth dimension of liquidity is captured and measured by the Amivest ratio. It measures how 
trading affects the market price of shares. This ratio is related to the marketability of stocks, that is, selling a 
great number of stocks without any significant price changes. Low price sensitivity is negatively related to 
liquidity and hence, will reduce uncertainty in the market place (Nielsson, 2009). Among others, Berkman and 
Eleswarapu (1998), Amihud, Mendelson, and Lauterbach (1997), and Cooper, Groth, and Avera (1985) used 
the Amivest ratio as a measure of stock liquidity. Amivest ratio is calculated as, 


N 
t=1 Vit 


Amivest i, = 5 
terlRit| 


Where Amivesti:is the Amivest ratio of 7 firm at time /. Viris the trading volume, and |R] is the absolute returns 
of 7th firm at time 4 N denotes each month trading days. 


Table 1 - Variables definition 


Notation Name of variable Definition 

Panel 1: Dependent Variable 

(Stock Liquidity) 

Turnover Turnover A number of shares of a company traded over a 
particular time divided by the number of shares 
outstanding. 

Amivest Amivest Ratio Trading volume divided by absolute returns 

Bid-Ask Spread Bid-Ask Spread Difference between bid and ask prices quotes 
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Panel 2: Independent Variable 


Demutualization Demutualization Dummy variable that takes 0 before 2012 and 1 
otherwise 

Panel 3: Control Variables 

ROA Return of Assets Net income divided by total assets 

Price Share price Market price of firm stocks 

Leverage Leverage Book value of firm total liabilities divided by 
book value of total assets 

Size Firm Size Book value of firm’s total assets 

SD Volatility of Returns Standard deviation of firms stock returns 

GDP Gross Domestic Product ‘Total value of goods and services produced in 
one year 

Crisis Dummy variable for Dummy variable that takes 0 before 2008 and 1 

financial crisis otherwise 


This table reports the definitions of variables used in this study. Panel 1 lists dependent variables; Panel 2 lists independent variables, 
and Panel 3 lists control variables. 


For a given month Amivest ratio measures the average trading volume of absolute returns. The higher the 
Amivest ratio, the more investors can trade without any significant price changes. Hasbrouck (2005) argued 
that the sample distribution of the Amivest ratio consists of outliers, so we follow the rule of thumb to take the 
natural log of the said variable. 


Bid-Ask Spread 
The cost dimension of liquidity is measured by the bid-ask spread. Transaction cost is measured through the 
difference between the bid and ask quotes. Bid-ask spread is calculated as, 
ask — bid 

gid ar e TE AV 
Where Spread is the ask-bid spread, while ask and bid are the ask and bid quotes, respectively. Different 
estimators are available in the literature to calculate bid-ask spread, i.e. Roll (1984), Thompson and Waller 
(1986), and Hasbrouck (2004). We used Thompson and Waller (1986) estimator in our study as it is used by 
various researchers to estimate spread (Bryant & Haigh*, 2004; Ma, Peterson, & Sears, 1992; Thompson, Eales, 
& Seibold, 1993). Thompson-Waller spread is calculated as, 


T 
1 
TW = =) |AP, | 
t=1 


where TW is Thompson Waller spread, T is a non-zero price change, and P is the stock price. 


Model specification 

We conducted a two-step analysis. First, we performed univariate analysis to find whether liquidity is improved 
after demutualization. We find the difference between means of the three dimensions of liquidity before and 
after demutualization. We performed a t-test to know whether these pre and post-demutualization means are 
significantly different. Second, we explore the impact of demutualization on liquidity. For this purpose, we 
propose three equations. First, we find how the trading activity is affected by demutualization, which is the 
main purpose of this paper. We use turnover as a proxy for trading activity. Fixed-effect regression is employed 
to find whether the liquidity of listed firms is affected by demutualization. The estimated model is, 
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Turnover; = a + B4Demutualization + D; ROAi, + P3Pricei + PaLeverageit + BgMCAPj;, + BeSDit + 
B;GDP + BgCrisis + ej — (1) 


where Turnover; is the measure of liquidity for the 7¢ firm at time 7. Demutualization is a dummy variable that 
takes 0 value before demutualization (in our case, the year of demutualization is 2012) and 1 otherwise. A 
number of control variables are also included in this study that the literature suggests can affect stock liquidity. 
These variables are ROA, share prices, leverage, market capitalization, the standard deviation of returns, and 
GDP. We also include the control variable for the global financial crisis of 2008. All these variables are defined 
in Table 1. 


To know whether the market impact dimension of liquidity is affected by demutualization, we estimate equation 
(2). We have to find whether the market has deepened after demutualization. For this purpose, we specify the 
following model, 


Amivestj;, = a + B,Demutualization + B; ROAj, + B3Price, + B4Leverageit + Ps MCAPit + Be SDit + 
B;GDP + BgCrisis + £j (2) 


where Amivesti, is the Amivest ratio of sth firm at time Z 


To get a broader view of liquidity, we also investigate the cost dimension of liquidity. We analyze whether 
transaction cost is reduced after demutualization. To find this relationship, we estimate the following equation, 


Spreadj, = a + p4Demutualization + D; ROAit + B3Leverage;, + BJMCAPj + BsSDit + BgGDP + 
B;Crisis + ej — (3) 


where Spreadi; is Thompson and Waller (1986) bid-ask spread. 


To find the impact of demutualization on liquidity, we estimate the unbalanced panel data model. We use 
Hausman (1978) statistic to choose between fixed and random-effect models. Hausman test finds whether there 
is any association between unobserved firm-specific random effect and the regressors. If this correlation is 
significant, we conclude that the fixed-effect model is more appropriate. However, if there is no significant 
correlation, then we conclude that the random-effect model is parsimonious and appropriate. Table 2 reports 
the results of the Hausman test, which suggests that the fixed effect model is consistent. 


Table 2 - Hausman specification fest 


Coef. 
Chi-square test value 113.784 
P-value 0.000 


This table reports the results of the Hausman test for model appropriateness. The Chi-square statistic and p-value are reported. 


Results 


Descriptive statistics 


Table 3 shows descriptive statistics of all variables included in this study except demutualization, which is a 
dummy variable. The table gives the number of observations (N), mean, standard deviation (sd), minimum 
(min), and maximum (max) values of all variables. All these variables are defined in Table 1. 


21 


SEISENSE Journal of Management 
Vol 3 No 1 (2020): DOI: https://doi.org/10.33215/sjom.v3il.278 , 15-26 
Research Atticle SEISENSE 


Table 3 - Descriptive Statistics 


VARIABLES Number of Mean Standard Min Max 
observations Deviation 
Turnover 1,759 16.02 3.051 4.605 23.61 
ROA 1,338 6.981 13.10 -163.3 67.96 
Prices 1,760 260.7 867.3 0.650 11,500 
Leverage 1,336 0.520 0.299 0.00592 3.318 
Size 1,338 22.91 1.506 18.17 27.16 
SD 1,761 3.377 1.758 0.849 7.599 
GDP 1,761 16.57 0.487 15.72 17.22 
Amivest 1,753 17.19 3.241 1.057 27.41 
Spread 1,616 10.26 0.976 5.368 13.93 


This table represents the descriptive statistic of all dependent and control variables. Turnover, Amivest, and Spread are dependent 
variables that all others are control variables. The sample includes yearly values for the period of 2005 to 2017. We excluded our 
independent variables (demutualization) from this table because that is a dummy variable that has only 0 and 1 value. 


There is not a big difference between the maximum and minimum values for all variables, which means that 
there are no extreme values. To visualize the trend of our dependent variables, a line graph is shown in Figure 
1 - Liquidity Trend. A general trend of the three proxies of our dependent variables is depicted in figure 1 for 
the whole sample. The blue line represents turnover, which is our main variable in this study. Other proxies of 
liquidity, which are the Amivest Ratio and Bid-Ask spread, are represented by red and black lines, respectively. 
The vertical dotted line represents the year of demutualization, which is 2012 in our case. Figure 1 shows that 
turnover has been increased after demutualization. Before demutualization, not only turnover is low but also 
has some sharp ups and downs. While after demutualization, the line does not show any sharp ups and downs. 
It seems that liquidity risk is minimized up to some extent after demutualization. Figure 1 shows the same trend 
for the Amivest ratio, while the spread has reduced. Reduced spread means increased liquidity. Overall, Figure 
1 - Liquidity Trend tells us that the liquidity of stocks has been increased after demutualization. 
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Figure 1 - Liquidity Trend 


This figure shows the liquidity trend of stocks of listed firms from 2005 to 2017. The red line represents the Amivest ratio, the blue 
line represents the bid-ask spread, the black line represents turnover, and the vertical dashed line represents the year of 
demutualization, which is 2012. 
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Table 4 - Differences in the mean of the three dimensions of liquidity 


Before After Difference t_value p_value 
Demutualization Demutualization 
‘Turnover 15.64 16.543 -.903 -5.9 0.000 
Amivest 16.813 17.831 -1.019 -6.3 0.000 
Spread 47675.78 34259.97 13415.81 5.1 0.000 


This table provides means of all the three dimensions of liquidity before and after demutualization. The difference is calculated as 
“mean after demutualization" minus “mean before demutualization". The last two columns report t-value and p-value. 


Univariate Analysis 

Table 4 shows the results of the univariate analysis. The mean values of the three variables, which captures all 
the three dimensions of liquidity are given before and after demutualization. We find that trading activity is 
significantly increased from 15.64 to 16.543 after demutualization. Considering the second dimension of 
liquidity, which the Amivest ratio, we find that this ratio is increased from 16.813 to 17.831. This tells us that 
the market has significantly deepened after demutualization. We observe that the bid-ask spread has reduced 
from 47675.78 to 34259.97 after demutualization. This means that spread has narrowed down, and transaction 
cost is significantly reduced by demutualization. Summing up the univariate analysis, we conclude that stock 
liquidity is improved after demutualization. 


Multivariate Analysis 

Table 5 reports the results of fixed-effect regression for all the three equations of our study. Turnover is used 
as a measure of liquidity in this study. We tested whether demutualization enhances firms’ stock liquidity? This 
is answered in column (1) of Table 5. 


Interestingly, demutualization significantly affects turnover. Hence, the liquidity of the average firm has 
increased with demutualization. These results are consistent with Padilla and Pagano (2005) and Nielsson 
(2009). The reason behind this increase in stock liquidity is that the market has become efficient after 
demutualization (Serifsoy, 2008). Demutualization also reduces transaction cost and has resulted in increased 
market share (Arnold, Hersch, Mulherin, & Netter, 1999). As a result of enhanced efficiency, greater market 


share, and reduced transaction cost, more and more 


Table 5 - Fixed-Effect Regression Results 


D Q) G) 
VARIABLES ‘Turnover Amivest Spread 
Demutualization 1.613*** 1.157*** -0.430*** 
0.169) 0.221) (0.023) 
ROA 0.006* 0.152 -0.040 
0.003) 0.454) (0.053) 
Prices -0.000*** -0.000*** 
0.000) 0.000) 
Leverage 0.283 0.410 0.031 
0.261) 0.340) 0.037) 
Size -0.007 0.125 -0.003 
0.124) 0.162) 0.017) 
SD -0.160* -0.420*** 0.020* 
0.085) 0.111) 0.012) 
GDP -1.464*** -1.745*** 0.713*** 
0.440) 0.575) 0.061) 
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crisis 0.379** 0.844 -1.067*** 
(0.164) (0.214) (0.023) 
Constant 39.929 43.415 -0.478 
(7.443) (9.729) (1.040) 
Observations 1,197 1,194 1,122 
R-squared 0.192 0.128 0.756 


This table reports the results of the Fixed-Effect panel model. The dependent variables are turnover (Turnover), Amivest ratio 
(Amivest), and bid-ask spread (Spread). Standard errors are reported in parentheses. *** mean p<0.01, ** mean p<0.05, and * mean 
p<0.1. All variables are defined in Table 1. 


participants are now involved in trading activity. This increases the stock turnover of the listed firms. We 
controlled for some firm-specific and macroeconomic variables. Results in column (1) of Table 5 show that 
ROA and crisis have a positive and significant impact on turnover, which is in line with Alves, Canadas, and 
Rodrigues (2015). Investors may be interested in buying the stocks of firms that have higher profitability. ‘This 
will increase the trade of the firm’s stocks, resulting in an increase in stock liquidity. Stock prices, the volatility 
of returns, and GDP have a negative and significant relationship with turnover. We found that leverage and 
firm size have no significant impact on liquidity. 


The first section of our study shows that demutualization has increased trading volume for average firms. This 
resulted in an increase in trading activity, which ultimately increased firms’ stock liquidity. This directly answered 
out question of whether more participants are trading on the stock exchange after demutualization. We are also 
interested in exploring other dimensions of liquidity, that is, the transaction cost of trading, how much time it 
will take to complete a transaction, and how much it affects the prices. Column (2) of Table 5 reports the 
regression results of our second measure of liquidity, which is the Amivest ratio. The coefficient of the Amivest 
ratio is positive and significant, which means that the market has deepened after demutualization. Investors can 
trade in a larger volume of shares without greater changes in stock prices. These results are consistent with 
Nielsson (2009). Results for market activity (measured by turnover) are the same as market depth (measured by 
the Amivest ratio). This means that demutualization has not only increased liquidity but also enhanced the 
market depth of stocks of firms listed on these demutualized exchanges. 


Column (3) of Table 5 repotts the results of the impact of demutualization on the bid-ask spread. Results show 
that bid-ask spread has been narrowed down by demutualization, which implies that the transaction cost has 
reduced after demutualization. These results are consistent with previous studies (Arnold et al., 1999; Padilla & 
Pagano, 2005). Arnold et al. (1999) found that a reduction in the bid-ask spread was due to the merger of three 
stock exchanges in the United States. While Padilla and Pagano (2005) argued that reduction in the bid-ask 
spread was due to the unification of the clearing system after the merger. They find that bid-ask spread has 
been reduced by 27% due to the unification of the clearing system. In the current study, we also found a 
significant decrease in bid-ask spread by demutualization after controlling for firm-specific, market-specific, 
and some macroeconomic variables. 


To sum up, demutualization has improved all types of liquidity measures. The main focus of our study was on 
trading activity (measured by turnover), that is, we try to find whether the trading activity has increased after 
demutualization and whether investors can now easily trade on the stock market. The data supported our 
hypothesis that trading activity has increased for the average firm. To get a broader view of liquidity, we also 
find that demutualization has improved market depth (Amivest Ratio) and transaction cost (bid-ask spread). 


Conclusion 


We investigate the impact of demutualization on the liquidity of listed firms’ stocks. We find that 
demutualization has increased trading activity as the market has become broader after demutualization. More 
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participants trade on the stock exchange due to which trading volume has been increased. We also investigate 
two other dimensions of liquidity, namely, the Amivest ratio and bid-ask spread. We find that demutualization 
significantly increases the Amivest ratio. As the Amivest ratio captures the market dimension of liquidity, we 
conclude that market depth has improved after demutualization. Finally, we find that the bid-ask spread is 
narrowed down by demutualization. Demutualization has reduced transaction costs due to which bid-ask 
spread has been narrowed down. We conclude that demutualization is beneficial not only for listed firms but 
also for its shareholders as all three dimensions of liquidity are improved by demutualization. 
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Abstract 


Purpose- Entrepreneurial Marketing (EM) research has progressed 
rapidly over the last decade due to its effectiveness in highly 
competitive markets and uncertain conditions. However, the 
theory development in the EM domain is inadequate as yet. Due to 
this, the higher education institutions are also using outdated 
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Introduction 


The interdisciplinary area of entrepreneurship and marketing is most commonly referred to in the literature as 
entrepreneurial marketing (EM). In 1987, the first research symposium on entrepreneurship and marketing was 
held at American Marketing Association (AMA), which later became the annual event as ‘Research at the 
matketing-entrepreneurship interface conference’ at AMA (Stokes, 20002). Many commonalities have been 
found by the researchers between marketing and entrepreneurship, for instance, recognition of opportunities 
and adaptive to the change are the particular areas which overlap between marketing and entrepreneurship 
(Omura et al., 1993). According to Hisrich (1992), marketing is a business function that needs to be performed 
appropriately by the entrepreneurs for successfully leading their businesses. For this purpose, a ‘Special interest 
group’ was created in the UK in 1994 within the Academy of Marketing, particularly to focus on the marketing 
and entrepreneurship interface (Shaw & Carson, 1995; Hulbert et al., 1998). 


One of the simple definitions of EM is given by Kraus et al. (2010) as “the marketing activities with the 
entrepreneurial mindset" (p. 2). A wide range of entrepreneurial activities, for instance, the application of 
innovative techniques, the identification of new opportunities, the conveyance of the products to the 
marketplace, and successfully meeting the customer's needs, are also the fundamental aspects of marketing 
theories (Collinson & Shaw, 2001). EM is widely used in small and medium sized enterprises (SMEs), 
particularly during the start-up and early growth phase. A growing number of studies suggest that more 
successful SMEs over time are those that engage in higher levels of EM activities (Mortis et al., 2002). Unlike a 
more controllable and formal marketing mix, the EM relies heavily on word-of-mouth communications for the 
development of a substantive customer base. Through word-of-mouth recommendations from the customers, 
many SME entrepreneurs have successfully grown their businesses (Stokes, 2000b). SME Entrepreneurs use 
networking and prefer interactive marketing by having interactions with their customers and choose to make 
personal contacts with them rather than impersonal marketing through mass promotions. One of the reasons 
for choosing interactive marketing is that they can listen and respond to the demands and feedback of the 
customers (Stokes, 20002). As a result of such interactive relationships, several benefits that the entrepreneurs 
gain, among which higher levels of customer loyalty and satisfaction ate most common (Lindman, 2004). The 
ability of entrepreneurs to engage in meaningful dialogues with the customers could also be the unique selling 
point of their product or service. Due to this reason, SME entrepreneurs usually spend considerable time in 
engaging with their customers (Orr, 1995), particularly in business to business markets (Stokes, 20002). 


The literature of EM has started to grow rapidly from the year 2000 with the major developments in the last 
decade (see Figure 1). Although the area is progressing rapidly, still the theory development in EM is identified 
as inadequate (Kucel et al., 2016; Minniti, 2016; Plewa et al., 2015; Rideout & Gray, 2013; Vanevenhoven, 2013). 
The reason for this is, the insights and knowledge resulting from the research in marketing have yet to be fully 
integrated within the theory of entrepreneurship process. With few exceptions, the researchers of 
entrepreneurship also rarely draw upon insights from marketing in their research (Webb et al., 2011). Despite 
the practical integration of entrepreneurship and marketing, the lack of cross-disciplinary research has left 
significant research gaps to understand how marketing activities integrate with the entrepreneurship process. 
To foreground many such gaps in the EM domain, this paper aims to synthesize the EM literature in an attempt 
to see the current standing of EM theory and obtain the directions for future research and practical implications, 
based on the systematic literature review. 


Entrepreneurial Marketing Theory and Practice 


EM in SMEs is different than standard marketing in textbooks and the way these are taught at the business 
schools because of limited financial and human resources available to SMEs (Kraus et al., 2007). Standard 
marketing in textbooks was originally developed for larger enterprises, and it widely ignores the marketing 
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particularities of SMEs (Grünhagen & Mishra, 2008; Kraus et al., 2007). A study on digital creative graduate 
entrepreneurs in the UK, have found the nascent entrepreneurs unprepared for entering a competitive 
marketplace due to lack of marketing skills, insufficient professional experience, and weak selling skills (Hanage 
et al., 2016), which indicates a wide theory-practice gap in EM. Many other researches on EM also show a clear 
theory-practice gap in the area and argue that SMEs often have different marketing behavior than that from 
the classic textbook approaches and the way these are taught in the business schools (Hills et al., 2010; Maritz 
et al., 2010; Resnick et al., 2011; Resnick et al., 2016). Due to this gap, business school graduates are found not 
to understand the process of marketing and lack the skills to a great extent, required in the real business world 
(Gosling & Mintzberg, 2006; Mintzberg, 2009; Pfeffer & Fong, 2004; Raelin, 2007, 2009; Rousseau, 2012; 
Schoemaket, 2008). 


A paper proposed after the EM special sessions held at the 2013 AMSWMC (Academy of Marketing Science 
World Marketing Congress) in Melbourne, Australia and ANZMAC 2013 (Australia and New Zealand 
Marketing Association Conference) in Auckland, New Zealand, suggests that EM is an area with a very limited 
empirical work being undertaken so far and there is a further need to explore the EM practices. This issue has 
also been highlighted in many other international marketing and entrepreneurship conferences during the last 
decade (O’Cass & Morrish, 2015). According to Rideout and Gray (2013), EM is one of those phenomena 
where practices and interventions have raced far ahead of the theories and research needed to justify and explain 
it. A wide range of other kinds of literature have also identified the theory development in EM as inadequate 
(Kucel et al., 2016; Minniti, 2016; Plewa et al., 2015; Rideout & Gray, 2013; Vanevenhoven, 2013). 


A practical gap in the domain of EM can also be seen from the examples of many countries, particularly the 
US, UK, and Australia, which are the top three most studied countries for research in EM domain (see Table 
3), but the EM courses are being taught in the same way as the traditional marketing courses. This indicates the 
need for the development of EM curricula and pedagogies because according to Piperopoulos and Dimov 
(2015), entrepreneurship courses should be designed and delivered with the “practically oriented" content and 
teaching pedagogy in mind because practically oriented courses develop significant skills that affect highly on 
practical entrepreneurial outputs. Ahmad and Buchanan (2015) argue that the objectives of fostering EM 
education in universities worldwide should be revisited in such a way as to maximize graduates' acquisition of 
skills and competencies needed to initiate and sustain new ventures, rather than merely focusing on the 
functional understanding of entrepreneurship and marketing (like traditional entrepreneurship and marketing 
coursework) (Ahmad & Buchanan, 2015). 


In the education system, theories contribute to the curriculum development of a subject (Plewa et al., 2015), 
whereas pedagogy is the methodology of teaching which affect the practical outcome or practice of the 
graduates in their careers (Butts, 2017; Medugu, 2017; Oyighan and Dennis, 2016). Thus, focusing on this, and 
based on the above-discussed issues, this review paper seeks to answer the following questions: 1) What is the 
current standing of EM theory? 2) What are the future research directions to empirically address the gaps in 
EM literature to develop new theories in the EM domain that could be used in EM curriculum/pedagogy 
development as well? 


Methodology 


As the major developments in EM have started during the last decade (see Figure 1); therefore, the literature 
from the last 11 years (i-e., 2008 to 2018) have been synthesized. To enhance the rigor and validity of the review, 
established protocols have been adhered concerning the replicable and transparent analysis of literature sources 
(e.g., Tranfield et al., 2003). To include the most credible literature, only peer-reviewed journals have been 
included, and for that, the Scopus database, which is, to date, the largest database of peer-reviewed journals, 
has been chosen (“Elsevier,” 2019). 
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Figure 1 - Number of EM articles per year 


Although progressing rapidly and making its place as a new entrepreneurship course in few business schools 
recently, EM is the area which still lacks substantial theoretical and pedagogical models (Kucel et al., 2016; 
Minniti, 2016; Plewa et al., 2015; Rideout & Gray, 2013; Vanevenhoven, 2013). To determine the future 
directions for new theory development, the systematic literature review has been conducted focusing on the 
studies that have incorporated any qualitative methodology because the underdeveloped areas (like EM) at 
initial stages, require qualitative investigations to rigorously develop new knowledge and theories (Morgan et 


al., 2019). 


Data Collection 

To make the search process standardized and easily replicable, in the Scopus database, the keywords 
“entrepreneurial marketing” was searched in the title, abstract, and keywords of the articles. All subject areas, 
journals, affiliations, and countries were included to capture the widest range of EM literature and new 
theory/model development. The initial result revealed 160 articles from the year 1976 to 2018 (Figure 1). 
Narrowing down to the last 11 years, a total of 140 articles appeared in the search result from 2008 to 2018. 
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The abstract; and methodology sections (in some cases) of the articles were reviewed to extract 52 articles that 
have incorporated any qualitative research methodology. 


The following are the top six peer-reviewed journals that published the most EM studies: Journal of Research in 
Marketing and Entrepreneurship, Industrial Marketing Management; Qualitative Market Research; International Journal of 
Entrepreneurship and Small Business; International Journal of Entrepreneurial Venturing; and, International Journal of 
Entrepreneurship and Innovation Management. All articles from the final sample have been thoroughly reviewed and 
synthesized while investigating the number of elements, which include: problem context, newly developed 
models; theoretical lens used; industry and geographical context, research method, and design. Below are the 
details of all the investigated elements: 


Findings 


Gap 1: Problem Context 

The context in which EM has been investigated, varies from one study to another depending on the gaps the 
authors have found in the literature and contributed to cover that, and type of problems and businesses. It has 
been found that all the studies have investigated the businesses which were well established and present at least 
from few years except two studies (1.e., Kannampuzha & Suoranta 2016; and Meyers & Harmeling 2011) which 
have investigated the business start-up phase. Another key finding of this review is, most of the studies were 
focusing on success factors and marketing activities of successful businesses, but no study in the review is 
investigating the factors of failure or problems and challenges (e.g., Amjad et al, 2020) faced by the 
entrepreneurs during the journey of achieving that success. 


Future Research 

The start-up phase of a business is always crucial as the conditions are mostly uncertain with a high-risk factor. 
Research and statistics have also shown that the greatest number of businesses shut down during the first few 
years of their operations (Hendrickson et al., 2015; Mishra 2015; Nikolić et al., 2019; SBA 2019; Shin & Kim 
2017; Van Scheers 2011). These failing businesses also cause low job creation and affect the unemployment 
rate and economy (Bakhtiari 2017). For such business failures, marketing is a dominant reason and its seen as 
one of the greatest problems faced by SMEs during the start-up phase (Harrigan et al., 2012; Mitchell et al., 
2015; Nikolić et al., 2019), but simultaneously one of the most important activities for their growth and survival 
(Franco et al., 2014). In the current review, only two studies have explored the start-up phases of businesses 
(.e., Kannampuzha & Suoranta 2016; and, Mayers & Hammerling 2009), whereas, remaining all papers have 
studied EM in the firms that were already well established from at least a few years. Therefore, due to very 
limited attention so far on the business start-up phase, particularly at the EM challenges during the start-up, 
there is a need to investigate various types of EM challenges faced by the entrepreneurs during the start-up 
phase of the business, so the problems of business failure and unemployment rate could be addressed. In this 
context, Mishra and Zachary (2015) also suggest studying the determinants of venture failure to maximize the 
likelihood of venture success. Moreover, Hansen and Eggers (2010) also highlight the similar need and 
recommend investigating the practices of EM in SMEs during the start-up phase. 


It has also been noticed in the review that a broad range of studies was sutveying entrepreneurs in general, but 
a very limited number of studies were focusing on graduate entrepreneurs. Hence, this wide gap also needs the 
attention of researchers, as Guerrero et al. (2018) have also recently recommended exploring the issue of 
graduate entrepreneurs’ failure. As the graduate entrepreneurs are the products of the higher education 
institutions, therefore, studying graduate entrepreneurs in the entrepreneurial world could also foreground 
useful pedagogical recommendations to upgrade the entrepreneurship education at higher education 
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institutions. 'Therefore, based on the above discussion, future researchers need to investigate the following 
questions: 


a. How do (graduate) entrepreneurs overcome EM challenges during the start-up phase when the 
resources are generally constrained? 


b. How do (graduate) entrepreneurs practice each dimension of EM duting the start-up phase? 


Are there any new dimensions of EM which are also grounded in entrepreneurial or market 
otientation and are not discovered yet? 


d. In the case of surveying graduate entrepreneurs, what are the recommendations graduate 
entrepreneurs give to upgrade the entrepreneurship education, particularly for the EM courses? 


Gap 2: Newly Developed Models 


Ten papets in this review have developed new models/theories/framewotks, deducing from the findings of 
their studies. Most of these papers have also discovered new related variables or dimensions while developing 
new models/theories/frameworks or explaining a process. The following are the details of the newly developed 
models found in this review. 


Gaddefors and Anderson (2009) examined the theories of marketing and entrepreneurship and compared those 
with EM practices. They have identified how interactions based on meanings, purpose, and identities work to 
create products, customers, entrepreneurs, and the markets. They have developed a framework about the nature 
and characteristics of entrepreneurial market creation. 


Meyers and Harmeling (2011) have explored a real estate firm to find out its marketing activities at start-up to 
compete with its much larger competitors. Five attributes of service quality given in the SERVQUAL scale 
(Reliability, Responsiveness, Assurance, Empathy, and Tangibles) were checked in the firm. In the end, they 
presented a model to conceptualize service quality as a function of marketing communication efforts of a firm. 


Hallback and Gabrielsson (2013) have investigated EM strategies of four international new ventures (INVs), 
focusing on the dimensions of innovativeness and adaptation during the growth of international markets. 
Through theoretical sampling, all four firms were chosen, and all were less than 10 years old (in an attempt to 
reduce time biasness). Three elements emerged as crucial for innovativeness: 1) Value innovation, 2) Co-created 
marketing, and 3) Low-cost marketing, whereas, two elements were found important in the adaptation 
dimension, namely 1) Country and 2) Customer adaptation. In the end, a “conceptual model of the development 
of international EM strategies in INVs” is presented. 


Ozdemir (2013) investigated the process of social value creation and found four things: 1) "Antecedents of the 
entrepreneurship process," 2) "Antecedents of non-profit and for-profit enterprises," 3) "Ambidextrous 
entrepreneurship process," and, 4) "Ambidextrous dimensions of social value creation." EM overall is also 
found to be a major part that goes along the process. In the end, a model has been presented, showing the flow 
of the whole process of social value creation. 


Wallnofer and Hacklin (2013) have explored how business angels perceive a new business model to make their 
decisions to finance it. They have found that business angels do not rely on the theoretical business model for 
their decisions, rather they like it practically by making a theoretical business model as a playground for 
interactive communication. During the communication, the business angels look for characteristics and 
practical skills of the team members. Their results show three major characteristics that the business angels try 
to find in the team members: 1) reliable, 2) open, and 3) competent. They have also presented a model 
showing the role of preliminary business model accounts in the interpretation of an investment opportunity by 
business angels. 
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Jones et al. (20132) have explored the strategic networks in the B2B context from the perspective of EM and 
value creation. 15 dimensions of the EMICO framework were used as the interview protocol. In the end, six 
types of strategic networks have been identified, namely: Intra-firm networks, Social networks, Customer 
networks, Business networks, Innovation networks, and Marketing and sales networks. Based on the analysis, 
the strategic network marketing model has also been presented. 


Franco et al. (2014) have explored the importance of EM in small businesses and the role of founder- 
entrepreneur on the EM. They have found that in small businesses, marketing is informal and reactive to market 
opportunities, and the founder-entrepreneur has an influence on the decision-making process. The major 
theoretical contribution of their study is the identification of key dimensions and variables associated with EM 
in small businesses. 


Alford and Page (2015) have investigated knowledge of the adoption of technology for marketing, and the 
challenges in adopting the technology for marketing. They have found that there is a high awareness among 
business owner-managers regarding the adoption of technology for marketing. However, the main constraints 
were the lack of knowledge and inability to calculate the return on investment in technology. In the end, the 
authors have given a comprehensive "model of technology for marketing adoption", for small businesses. Their 
study revealed a new way of practicing EM, that is, through technology adoption. 


The decision-making process of entrepreneurs of international new ventures (INVs) has been investigated by 
Yang and Gabrielsson (2017). Two main types of decision-making processes have been identified, i.e., effectual 
and causal. Their study has further found that in high-tech B2B INVs, more EM is achieved through 
entrepreneurs using effectuation. In the end, they have presented a comprehensive and dynamic model of the 
marketing decision-making process to achieve EM by high-tech B2B INVs. 


By using a previously developed "Business model canvas" by Osterwalder and Pigneur (2010), Ojasalo 
and Ojasalo (2018) have modified it into the "Service logic business model canvas" by focusing mote on service 
businesses. In their research, they have conducted a series of focus group discussions, and based on that, their 
new model evolved. All newly developed models identified in the current review, are presented in Table 1 
below: 


Table 1 - Newly developed models 


Authors Model/theory/ framework 

Gaddefors and Anderson (2009) "The nature and characteristics of entrepreneurial market creation." 

Meyers and Harmeling (2011) "The relationship between firm service quality and marketing communications." 
Ozdemir (2013) "Ambidextrous model of entrepreneurship and social value creation" 


Hallbäck and Gabrielsson (2013) "Conceptual model of the development of international EM strategies in INVs." 


"The role of preliminary business model accounts in the interpretation of an 


Wallnsiesand Sacha genda investment opportunity by business angels." 


Jones et al. (2013a) "Strategic network marketing model" 
Franco et al. (2014) "Key dimensions and variables associated with EM in SMEs." 
Alford and Page (2015) "Technology for marketing adoption model." 


"Dynamic model of the marketing decision-making process to achieve EM by 


Yang and Gabrielsson (2017) high-tech B2B INVs." 


Ojasalo and Ojasalo (2018) "Service logic business model canvas" 
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Future Research 

It has been found in the review that only ten studies (see Table 1) have tried to develop new substantive models. 
To strengthen their models or frameworks, future researchers could use different methodologies to test their 
findings. For example, Ojasalo and Ojasalo (2018) recommend future researchers to conduct quantitative 
studies to test their "service logic business model canvas" and draw conclusions on generalizability with 
statistical reliability. Similarly, Yang and Gabrielsson (2017); and Alford and Page (2015) also recommend their 
models to be tested with quantitative research in the future. Franco et al. (2014) suggest using triangulation 
methods, for example, the mixed investigation method for future research to obtain a more complete and 
objective finding. Similarly, Jones et al. (2013a) recommend exploting the transferability of their model using 
both qualitative and quantitative methods. Following Wallnófer and Hacklin (2013), future researchers studying 
business angels could answer the question posed by Zachary and Mishra (2013) that “how could the high-failure 
rate of new ventures be redirected such that the future entrepreneurial efforts were less risky, both for the angel 
investots as well as entrepreneurs." 


In the underdeveloped domain of EM, along with the testing and strengthening of existing theories/models, 
more substantive theories and models are also required to be developed by using inductive methods. This would 
assist the domain not only to grow, but based on these theories/models; EM curricula could also be developed 
for the business schools. 


Gap 3: Theoretical Lens Used 


EM has been examined in the light of different theoretical viewpoints. 20 articles have used prominent 
theoretical lenses, which are listed in Table 2. Seven dimensions of EM by Morris et al. (2002) has been found 
one of the most frequently used theoretical lenses in the review. These dimensions are proactiveness, 
opportunity-driven, risk management, innovation, customer intensity, resource leveraging, and value creation. 
These dimensions have been used as a theoretical lens in five articles (see Table 2), and other than that, many 
studies under review have also used that at some point to support their research. 


Another most frequently used theoretical lens is the EMICO framework by Jones and Rowley (2009). They 
have developed it by incorporating EM, sales orientation (SO), customer orientation (CO), and network theory. 
The framework has been tested and refined using a sample of technology firms, and also used by the authors 
in their later published articles included in this review. The framework has 15 dimensions which are: research 
and development, speed to market, risk-taking, proactiveness, market intelligence generation, responsiveness 
towatds competitors, integration of business processes, networks and relationships, knowledge infrastructure, 
propensity to innovate, responsiveness towards customers, communication with customers, proactively 
exploiting markets, understanding and delivering customer value, and sales and promotion. 


It is noticeable that the EM dimensions proposed by Mortis et al. (2002) are more basic, whereas, the EMICO 
framework, which has been developed lately, is more comprehensive and covers the earlier EM dimensions as 
well. Table 2 below lists all the theoretical lenses found in the review: 
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Table 2 - Theoretical lens of each article 
Authors 

Andersson et al. (2018) 
Pitchayadol et al. (2018) 

Crick (2018) 

Krisjanous and Carruthers (2018) 
Ojasalo and Ojasalo (2018) 
Toghraee et al. (2017) 

Yang and Gabrielsson (2017) 
Dalecki (2016) 

Chaudhury et al. (2014) 

Jones et al. (20132) 

Ozdemir (2013) 

Thomas et al. (2013) 

Jones et al. (2013b) 

Jones and Rowley (2012) 

Meyers and Harmeling (2011) 
Kurgun et al. (2011) 

Phua and Jones (2010) 

Jones and Rowley (2009) 


Theoretical lens 

Network theory 

F-PEC scale 

Resource-based theory 

Dimensions of EM 

Business model canvas 

The entrepreneurial marketing mix (5 Cs) 
Dimensions of EM 

Five sales personas 

Dimensions of EM 

EMICO framework 

"Ambidextrous model of entrepreneurship" 
Dimensions of EM 

EMICO framework 

EMICO framework 

SERVQUAL scale 

Dimensions of EM 

"Components of marketing strategy." 


EMICO framework 
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Three dimensions of traditional corporate marketing (CTM) and Four 


Martin (2009) Psof EM 


Moriarty et al. (2008) "Carson’s levels of an activity model.” 


Future Research 

As a theoretical lens, two EM frameworks were found to be frequently used and tested, i.e., seven EM 
dimensions by Morris et al. (2002) and EMICO framework by Jones and Rowley (2009). Both of these 
theoretical lenses are basic and descriptive, which means they brief about the dimensions and nature of the 
phenomenon well (Bell 1986; Varadarajan & Jayachandran 1999). However, they do not explain any process or 
relationships between the dimensions. Therefore, there is a need to develop advanced theories and models in 
the EM domain, such as relational and explanatory theories and models, theoty-based models, and process 
models (e.g., model of practicing EM using entrepreneurial networks). There is also a need, particularly for the 
use of inductive methods, to develop substantive theories that could be tested and used as a theoretical lens for 
further exploration of the EM phenomenon. 


Gap 4: Industry and Geographical Context 

The current review finds that the phenomenon of EM has mostly been investigated in developed countties 
(nearly 77% of times) where the macroeconomic indicators are mostly stable, and the business environment is 
generally favorable. On the other hand, the developing countries where the economic indicators are unstable 
(Hameed et al., 2017), due to which, businesses in these countries face greater challenges (Singh et al., 2015), 
have received less attention (nearly 23% of times) from the EM researchers so far. Based on the classification 
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of developed and developing economies by the United Nations (2019), Figure 2 below illustrates the gap in the 


geographical context studied. 


Q Developed countries: 
USA, UK, Italy, Sweden, 
France, Germany, Ireland, 
Hungary, Finland, 
Switzerland, Portugal, 
Australia, 


(9 Developing countries: 
Iran, India, UAE, New 
Mexico, Turkey, Malaysia, 
Thailand 


Figure 2 - Gap in the geographical context 


In the current review, a range of industries have been studied by the EM researchers, and each article in the 
review has discovered valuable findings in the context of their industry studied. The industries and geographical 


context of each article are given in Table 3 below: 


Table 3 - Geographical and industrial context of each article 
Authors Geographical context 


Crick et al. (2018) UK 


Thompson-Whiteside et al. (2018) UK 


Crick (2018) New Zealand 
Krisjanous and Carruthers (2018) Multinational 
Pitchayadol et al. (2018) Thailand 
Andersson et al. (2018) Sweden and China 
Ojasalo and Ojasalo (2018) Finland 
Nouri et al. (2018a) Iran 

Nouri et al. (2018b) Iran 
Toghraee et al. (2017) Iran 
Weerawardena et al. (2017) Australia 
Yang and Gabrielsson (2017) Multinational 
Fillis et al. (2017) Australia 
Dalecki (2016) USA 


Industry 
Tourism 


No particular industry (only individuals were 
studied) 


Wine 

Tourism 

Combined (various industries) 
Automotive 

Various 

Nanotechnology and Biotechnology 
Biotechnology 

Arts 

Combined (various industries) 
Energy 

Arts / Museum 


Pharmaceutical 
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Table 3 - Continued. 


Authors 


Kannampuzha and Suoranta (2016) 


Anwar and Daniel (2016) 
Alford and Page (2015) 
Renton et al. (2015) 


Fillis (2015) 


Ahmad and Saber (2015) 
Lewis et al. (2014) 

Fillis (2014) 

Franco et al. (2014) 
Lehman et al. (2014) 
Chaudhury et al. (2014) 
Copley (2013) 


Wallnófer and Hacklin (2013) 


Hallback and Gabrielsson (2013) 
Jones et al. (20132) 

Jones et al. (2013b) 

Ozdemir (2013) 

Thomas et al. (2013) 

Alonso (2012) 

Bhatli et al. (2012) 

Jones and Rowley (2012) 
Bettiol et al. (2012) 

Harrigan et al. (2012) 

Mort et al. (2012) 

Jaafar (201 2a) 

Jaafar (2012b) 

Meyers and Harmeling (2011) 
Kurgun et al. (2011) 

Szabo et al. (2011) 

Schulte and Eggers (2010) 


Hansen and Eggers (2010) 


Schmengler and Kraus (2010) 


Geographical context 


India 


UK 
UK 
New Zealand 


Multinational 


UAE 

Australia 

UK and Ireland 
Portugal 
Australia 

New Mexico 


UK 
Switzerland 


Finland 

UK and USA 
UK and USA 
Turkey 
France 

USA 

France 

UK 

Italy 

Treland 
Australia 
Malaysia 
Malaysia 
USA 

Turkey 
Hungary 


Germany 


USA 


Germany 
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Industry 


Industry / business not mentioned (a social 
enterprise studied) 


Combined (various industries) 
Tourism 
Food 


No particular industry (only individuals were 
studied) 


Hotel 

Agricultural 

Celtic craft 

Food 

Arts / Museum 

Wine 

Combined (various industries) 


No particular industry (only business angels were 
studied) 


Combined (various industries) 
Software 

Software 

Att 

Wine 

Wine 

Photography 

Software 

Textile, Music instrument and Furniture 
Combined (various industries) 
Combined (various industries) 
Hotel 

Hotel 

Real estate 

Hotel 

Dental service 

Combined (various industries) 


No industry studied (study is based on the 
discussions of the three-day summit) 


No particular industry (companies using online 
marketing were studied) 
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Table 3 - Continued. 


Authors Geographical context Industry 

Phua and Jones (2010) UK Combined (various industries) 
Jones and Rowley (2009) UK Software 

Gaddefors and Anderson (2009) Sweden Furniture 

Martin (2009) USA Motorsport 

Moriarty et al. (2008) UK Hotel 

Perks and Shukla (2008) France, Germany, and Italy Combined (various industries) 


Future Research 

Qualitative research methods mostly do not contain large samples, and hence, the results are often not 
generalizable (Daymon & Holloway 2011). This review also identifies the need to generalize the findings of 
many EM studies. One way of doing this is through the studies containing cross-industry and cross-sector 
comparisons, which is rarely done in the reviewed studies. Therefore, instead of focusing on one industry, there 
is a need to focus on cross-industry comparison, particularly from different sectors (e.g., manufacturing and 
service; B2B and B2C). This would help generalize the results on a larger population and strengthen EM theory. 
Among the studies that have developed new theories/models (discussed in Gap3), many of them (e.g., Alford 
& Page 2015; Franco et al., 2014; Jones et al., 2013a; Ozdemir 2013; Wallnófer & Hacklin 2013; Yang & 
Gabrielsson 2017) have also recommended future researchers to investigate their research questions in different 
industries and geographical contexts to strengthen their theories and models. 


The review has also found that scholars have paid much attention to the developed economies, whereas the 
developing countries were rarely studied for the exploration of the EM phenomenon. The developing countries 
often face mote economic and social challenges making the business environment more uncertain with greater 
risk, as compared to the developed countries (Singh et al, 2015). These uncertain conditions make the 
entrepreneurs opt for EM more because it is highly suitable at such times (Becherer & Helms 2016). Thus, the 
context of developing countries would be more significant to bring deeper insights of EM, in particular, 1f the 
motive of the future researchers is to explore the range of EM challenges for the development of new 
substantive theories. Moreover, cross-country comparisons such as Jones et al. (20132) were also found to be 
very rate, and thus, such studies need to be done in abundance to strengthen the existing EM theory. Hence, 
for the development of new theories, the following are the proposed research questions for future research: 


a. How entrepreneurs use their networks in developing countries to overcome the external 
(environmental, political, ot social) obstacles that affect their businesses? 

b. How entrepreneurs perceive the risks in expanding their ventures globally to a developing country as 
compared to a developed country? 

c. How EM practices and challenges vary from one industry/sector to another? And how do 
entrepreneurs deal with them? 

d. How EM practices and challenges vary within similar industries across different countries? And how 
do entrepreneurs in each country, deal with them? 


Gap 5: Research Method and Design 


17 studies have used a multiple case study method, whereas nine papers have used a single case study method, 
making the case study design dominantly in EM research. 14 studies have not specified any research design 
while using interviews and thematic analysis of the data. The least used methods include the Mixed method, 
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Ethnographic, Grounded theory method, Biographical research, Card-based method, and Netnography. One 
study (Le., Perks & Shukla 2008) has used the grounded theory and case study methods simultaneously. Table 
4 below lists all methods, and the studies that have used those: 


Table 4 - Research method and design 
Methods Studies 


Andersson et al., 2018; Pitchayadol et al., 2018; Toghraee et al., 2017; Weerawardena et al., 2017; 
Yang & Gabrielsson 2017; Renton, et al., 2015; Franco et al., 2014; Hallback & Gabrielsson 2013; 
Ozdemir 2013; Bettiol et al., 2012; Mort et al., 2012; Szabo et al., 2011; Phua & Jones 2010; 
Schmengler & Kraus 2010; Jones & Rowley 2009; Moriarty et al., 2008; Perks & Shukla 2008 


Multiple case study 


Crick et al., 2018; Fillis et al., 2017; Dalecki 2016; Kannampuzha & Suoranta 2016; Lewis et al., 
Single case study 2014; Lehman et al., 2014; Thomas et al., 2013; Meyers & Harmeling 2011; Gaddefors & Anderson 
2009 


Crick 2018; Nouri et al., 2018a; Nouri et al., 2018b; Anwar & Daniel 2016; Alford & Page 2015; 
Fillis 2014; Copley 2013; Jones et al., 2013a; Jones et al., 2013b; Wallnófer & Hacklin 2013; Alonso 
2012; Kurgun et al., 2011; Schulte & Eggers 2010; Hansen & Eggers 2010 


Simple qualitative (without 
specifying design/method) 


Mixed methodology Ahmad & Saber 2015; Harrigan et al., 2012; Jaafar 2012a; Jaafar 2012b 
Ethnographic research Chaudhury et al., 2014; Martin 2009 

Grounded theory Perks & Shukla 2008 

Biographical research Fillis 2015 


Card-based methodology ^ Jones & Rowley 2012 


Focus group method Ojasalo & Ojasalo 2018 
Netnography Bhatli et al., 2012 

Interpretative f Thompson-Whiteside et al., 2018 
phenomenological 


Qualitative bricolage 
approach 


Krisjanous & Carruthers 2018 

Future Research 

A wide range of studies, including the recent ones (e.g., Andersson et al., 2018; Crick et al., 2018; Fillis et al., 
2017; Pitchayadol et al., 2018; Toghraee et al., 2017; Weerawardena et al., 2017; Yang & Gabrielsson 2017) in 
the review have adopted the case study methods to explore the phenomenon of EM. This indicates a high 
relevance of EM with the case study method, particularly due to the heterogeneous nature of SMEs (Fillis 2014). 
Howevet, on the other hand, there are other useful methods as well, for example, ethnographic research (Martin 
2009), and biographical research (Fillis 2015), that were not greatly tapped by the researchers so far. Also, the 
grounded theory method, introduced by Glaser and Strauss (1967), is much useful to develop substantive 
theories using an inductive approach, which is also in line with the previous gaps presented above. 


The combination of more than one method has been attempted by only one study (i.e., Perks & Shukla 2008) 
in the review. Thus, it needs more consideration. Also, the studies containing mixed methodological paradigms 
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(.e., qualitative and quantitative mixed) following Creswell (2007), were also rarely noticed. These gaps open 
the avenues for future researchers to make significant methodological contributions. Moreover, Blackburn and 
Kovalainen (2009), in their review, have suggested a longitudinal research design to measure changes over time 
while reseatching SMEs and entrepreneurship. The following are the questions that could be answered by future 
researchers focusing on the new theory /model development by incorporating the above-prescribed methods. 


a. How do business schools' graduate entrepreneurs experience the theory/pedagogy-practice gap in EM 
during the start-up phase? 

b. How business schools could train the prospect entrepreneurs in EM, so they can survive in the 
practical entrepreneurial world? 

c. Integrating the entrepreneurship education literature in the findings of the above questions a and b, as 
prescribed in the grounded theory method by Charmaz (1996), develop a practical model of EM 
pedagogy for business schools. 


Discussion 


There is a wide range of literature that identifies EM as much under-researched area (Bocconcelli et al., 2018; 
Gross et al., 2014; Kucel et al., 2016; Minniti 2016; Plewa et al., 2015; Rideout & Gray 2013; Vanevenhoven 
2013). According to Rideout and Gray (2013), EM is one of those phenomena where practices and interventions 
have raced far ahead of the theories and research needed to justify and explain it. Bocconcelli et al. (2018), in 
their review, have also highlighted many basic theoretical gaps (e.g., sales management, pricing, segmentation, 
positioning, marketing practices in a new business context, and exploration of the entrepreneurial marketing 
mix) within the domain of EM in SMEs. Gross et al. (2014) argue that a "theoretical gap between scholarly 
efforts to explain the nature of EM practices and the actual marketing practices" has emerged (p. 105). This 
justifies strenuous efforts to learn "how marketing practice can be studied through the examination of material 
and embodied observations" (Gross et al., 2014, p. 106). 


To cover the wide theoretical gaps, explore the basic EM processes in SMEs, and develop new theories and 
models in the domain of EM, future researchers in the area could opt for more inductive methods. This has 
been simplified by the current review, such as by highlighting the example of the grounded theory method, that 
is used by only one study (i.e., Perks & Shukla 2008) in this review, which leaves a wide methodological gap as 
well for the future researchers to cover. Grounded theory is a research method in which logically consistent 
sets of data are collected and analyzed to systematically develop the theory (Charmaz 1996). As a research 
design, grounded theory was introduced by Glaser and Strauss (1967) in their book called The Discovery of 
Grounded Theory to explore social processes and study human characteristics of responding, anticipating and 
dealing with various life circumstances. This makes the Grounded theory method further suitable to investigate 
EM issues and develop substantive theories, as the EM is also highly social (Elvira et al., 2014; Martin 2009; 
Morris et al., 2002; Stokes 2000a, 2000b). 


Along with the methodological gaps, all the highlighted gaps in the current review could be used by future 
researchers to develop new EM theories and models. These new substantive theories could be added in the EM 
books, which could later also become the part of EM curricula at business schools. 


Conclusion 

Due to a lack of EM skills, graduate entrepreneurs are struggling in their ventures, particularly during the start- 
up phase, which is causing them to expetience entrepreneurial failure (Hanage et al., 2016). Business schools 
worldwide are teaching EM in the way they teach traditional entrepreneurship or marketing courses (i-e., 
traditional coursework), whereas, the researchers of entrepreneurship education argue that entrepreneurship 
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courses should be designed and delivered with the “practically oriented" content and teaching pedagogy in mind 
because practically oriented courses significantly develop skills that affect highly on practical entrepreneurial 
outputs (Piperopoulos & Dimov, 2015). This means the teaching of EM must be in such a way as to maximize 
graduates’ acquisition of EM skills and competencies needed to initiate and sustain new ventures (Ahmad & 
Buchanan, 2015). Hence, there is a need for the development of new EM curricula and pedagogies, but the 
theory development in EM is still inadequate (Kucel et al., 2016; Minniti, 2016; Plewa et al., 2015; Rideout & 
Gray, 2013; Vanevenhoven, 2013), which makes it challenging for the policymakers to develop new curricula 
(Plewa at al., 2015). Therefore, through a systematic literature review, this paper has paved the way towards 
new theory development in the domain of EM by identifying the gaps in the EM literature to determine the 
future research directions for the development of new theories/models. 


Significance and Practical Implications 

The current review has first highlighted the theoretical, practical, and pedagogical gaps in the EM domain. 
Second, through systematic and in-depth analysis of EM literature, it has found five specific yet major gaps, 
which are the potential avenues for future researchers to contribute. This contribution would assist 
policymakers in business schools to understand further the importance of EM and upgrade the curricula 
accordingly. As a result of such upgradations, business schools could produce high-quality graduate 
entrepreneurs equipped with EM skills that would be better capable of surviving in their entrepreneurial careers 
and contributing to the economy. 


Limitations and Future Research 

Due to the inadequacy of several theories and unsuitable curricula in the field of EM, the focus of the current 
review was analyzing the new theory development so far and make future recommendations accordingly. 
Therefore, the current review has focused only on qualitative studies. Future researchers that are interested in 
reviewing the EM domain could incorporate the quantitative studies as well to report the current position of 
EM theories. The new hypotheses could also be drawn based on the identification of new relationships of EM 
related variables within the quantitative studies. 
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Abstract 


Aim - Past studies support the importance of organizational justice 
and its impact on employees' work attitudes. There are many 
factors that affect the employees’ work attitude but their 
perceptions about organizational justice and support are significant 
factors. Many studies have been conducted to investigate the 
relationship between Organizational justice and trust but there is 
lack of research to measure the mediating role of perceived 
support. This study examines the role of perceived support as a 
mediator between organizational justice and trust. 


Methodology - Sample of study is 170 faculty members of public 
and private sector universities of Pakistan. A cross-sectional design 
with standardized questionnaire is used. 


Findings - Results indicate that distributive, procedural and 
interactional justice is direct antecedents of organizational and 
supervisory trust with the demonstration perceived organizational 
support as a partial mediator between procedural justice and 
organizational trust. Distributive justice is related to organizational 
trust both directly and indirectly through perceived organizational 
support and supervisory trust. Finally, interactional justice is direct 
and indirect predictor of supervisory trust through perceived 
supervisor support. 
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Introduction 


Trust is just like air — we all give little consideration to it until it is not there. It is essential for sustaining 
individual and organizational effectiveness. Trust, like credibility, is a perishable commodity, for organizational 
survival and success it must be continuously nurtured and renewed. 


A culture of trust is a valuable asset for any firm's success in long term, as it is an essential part of productive 
organizational relationships (Sousa-Lima, Michel, & Caetano, 2013). Trust helps to build relationships, 
facilitates collaboration, increases organizational commitment, and employees' willingness to innovate (Hubbell 
& Chory-Assad, 2005). Trust plays an important role in increasing the academicians’ organizational citizenship 
behaviors (Ertürk, 2007) and these behaviors contribute to the effective functioning of an organization 
(Robbins, 2011). 


Talking about the education sector and mote specifically the educational institutes, which are mostly based on 
the values such as organizational commitment and the attitudes of employees towards that commitment. Faculty 
members are among the key people responsible for promoting the rich culture, economic development and 
social development of the society through their research and solutions for the problems prevailing in the society 
and to promote the importance of educational objectives by imparting the knowledge and training the 
individuals who will contribute directly towards the society. Effectiveness of the educational institutions 
depends upon the climate of trust in organization (Zeinabadi & Rastegarpour, 2010). If we compare the picture 
of educational institutes with about generation ago and present, we will find the trust presence in culture at 
significant low level today. 


Today's individuals are either not finding work or afraid of losing jobs and or not getting promotions or raises, 
Herzberg's motivating factors become much more important. Herzberg's Motivation — Hygiene theory states 
that there are certain work place intangibles ot other motivational factors that are encouraging to employees to 
put their maximum efforts and upsurge organizational performance, if they are paid enough consideration. 


Numerous research has been conducted on the relationship between perceived organizational justice, perceived 
supervisory support, trust in an organization, performance and turnover (DeConinck & Johnson, 2009), but 
trust was not included. Future studies could expand the model by including other variables such as leader— 
member exchange or trust (both supervisory trust and organizational trust). Additionally, due to the fact most 
of these parameters are highly related, yet shocking to our knowledge only few studies incorporated all of these 
variables. Previous research showed the relationship between justice, support, and trust (DeConinck, 2010) and 
another included only two form of justice by ignoring the distributive justice (Stinglhamber, Cremer, & 
Mercken, 2006) and also recommended that all the dimensions of justices is astonishing and urges the need for 
future research. 


The purpose of the study aims to examines a very comprehensive model that incorporates all these variables: 
perceived support, organizational justice (distributive, procedural and interactional) and trust (organizational 
and supervisor), in a single study. This study will elaborate the previous work by studying the model that 
explores mediating role of perceived organizational and perceived supervisory support for the relationship of 
dimensions of organizational justice those are distributive justice, procedural justice and interactional justice 
and types of trust- organizational trust and supervisory trust. 
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Literature Review 


Organizational Justice 

Organizational Justice is the employees' perceptions about perceive workplace processes, relations and 
consequences. Fairness is an important virtue of organization (Greenberg, 1990). Organizational justice 
identified employees’ insights about how they were treated rightly and how these insights affect the 
organizational consequences such as commitment and satisfaction. 


Substantial consideration has been directed at the dimension of the organizational justice (Niehoff & Moorman, 
1993). Three dimensions of Organizational justice: distributive, procedural as well as interactional (Bakhshi, 
Kumar, & Rani, 2009). 


Distributive Justice 

Before 1975, the researchers were only concerned with distributive justice. It was defined as the extents to 
which rewatds are distributed in a rightful way are known as distributive justice (Niehoff & Moorman, 1993). 
Distributive justice is the perceived fairness of the outcomes that an employee develops from organizations 
(Folger & Konovsky, 1989). Distributive justice explains the employees’ reaction to the actions or distribution 
of rewards such as salary, extra benefits, up gradation, job safety and dismissals from the 
organization(Greenberg, 2001). 'This particular form of organizational justice emphases on people's opinions 
regarding to acquire fair amount of work related outcomes like pays, incentives, promotions etc. and also have 
impact on worker satisfaction with their work outcomes, such as remuneration as well as job 
responsibilities(Noruzy, Shatery, Rezazadeh, & Hatami-Shirkouhi, 2011). 


Procedural Justice 

Procedural justice is the perceptions of employees about the fairness of the formal procedures by which 
outcomes are measured (Moliner, Martínez-Tur, Ramos, Peiró, & Cropanzano, 2008). Researchers argued that 
procedural justice refers to fairness in procedures used in decision-making about advancement, performance 
appraisal, bonuses and other organizational opportunities (Shanock & Eisenberger, 2006). 


A key feature in procedural justice is usually permitting members to have a say in decision making or to have 
inputs in outcomes and get feedback. Therefore, whether or not the actual end result is usually unsatisfactory 
to participants, considering their views in process making can reduce dissatisfaction. Distributive justice is 
associated with specific outcome like pay, whereas procedural justice is related to organizational consequences 
like commitment to organization and citizenship behavior (Colquitt, Conlon, Wesson, Porter, & Ng, 2001). 


Studies argued that procedural justice refers to fairness in procedures used in decision-making about 
advancement, performance appraisal, bonuses and other organizational opportunities(Roch & Shanock, 2006). 


Interactional justice 


Interactional justice is interpersonal handling or level of perceived equality in how workers are treated in 
organization (Bies & Shapiro, 1987). 


Previous researchers found that fairness of the interpersonal behavior and communication is considered by the 
people (Ambrose, 2002). Interactional justice is less formalized in terms of communication as compare to 
procedural justice. It revolves around the management's behaviors like degree of sincerity and respect towards 
subordinates. When it comes to the procedural justice the issues related to perception of injustice are directed 
upon the organization. Nonetheless, when it comes to the perceptions of interactional injustice, it is directed 
towards the supervisor (Masterson, Lewis, Goldman, & Taylor, 2000). 
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Perceived Organizational Support (POS) 

To have a better insight on the relationship between the employee and employer exchange relationship, 
researchers proposed a theory which was based on the concept of social exchange called perceived 
organizational support theory (Eisenberger, Huntington, Hutchison, & Sowa, 1986). Organizational support 
theory (OST) suggest that employee over the time develop certain perception about the organization in which 
it works that either the organization pay enough care towards that employee wellbeing or care for them or value 
their input that employee give (Kurtessis et al., 2015). 


Perceived Supervisory Support (PSS) 

In the recent times the literature shows that perceived supervisory support has got enough attention and it is 
found to be significantly related to the organizational outcomes. Employees pay attention to the behavior of 
their supervisor as how he or she pay attention to them or care for them or care for their well-being and 
appreciate their contribution towards the organization(Maertz, Griffeth, Campbell, & Allen, 2007). 


Trust 

Trust 1s usually a significant portion of social exchanges due to the fact when anyone comes with a help to an 
alternative particular person, anyone ought to trust of which the other person will reciprocate (Blau, 1964). 
Confidence makes it possible for individuals to take risk. While one particular party invest into other it consists 
of some unseen risks that this investment will never be came back consequently it will have a harmony within 
the exchange relationship (Eisenberger et al., 1986). 


Many definitions of trust are found in organizational behavior literature. Trust is usually an individual's as well 
as group's determination being susceptible to an additional party using the peace of mind that this afterwards 
party can be charitable, dependable, trustworthy (Hopkins & Weathington, 2006). Trust is the determination of 
one party being susceptible to the actions involving an additional party using the expectation that this other 
party will perform a unique activity important to the particular trustor, in spite of the opportunity to keep track 
of as well as manage of which other party (Hoy & Tschannen-Moran, 1999). 'Trust is important for both inter 
organizational and intra organizational human relationships (Gounaris, 2005) however relationship within 
organizations are generally remains consequently organizational trust is more preferable identified as intra 
organizational trust. 


Association between justice and trust 

Although all three forms of justice are interrelated but they have independent effect on employees work 
attitudes. Study shows procedural justice is strong forecaster of trust in an organization (Bidarian & Jafari, 2012). 
Some other studies show that Interactional justice has some positive effect on trust in supervisor (Wong, 2012). 
However some other studies find that Perceived Procedural Justice has significant effect on trust in supervisor 
(Tulubas & Celep, 2012). Researchers argue that distributive justice is only predictor of managerial trust and 
Interactional justice did not predict either type of trust (Hubbell & Chory-Assad, 2005). 


Perceived Support Mediation 

Perceived organizational support is among one of the global belief of the employees that concern the degree to 
which an organization give value to the employee contributions and the responsibility which an employee feels 
towards the activities that are assigned to him other than his job description. Such feelings affect the employee’s 
voluntary performance (Eisenberger et al., 1986). Fair treatment and POS are linked. When there is fairness in 
distribution of resources it will impact significantly on POS through the perception of employee in that regard 
that the organization cares for the wellbeing of the employee(Eisenberger et al., 1986). The following statement 
is also supported by the previous researchers (Allen, Shore, & Griffeth, 2003). Adding to that they also said that 
there is significant relationship between organizational support and organizational justice. 
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Studies found positive relationship between procedural justice and organizational support, significant in nature 
(Stinglhamber et al., 2006). Alongside there are other studies which shows the relationship between procedural 
justice and organizational support and both of these variables are positively related to the apparent 
organizational support (Loi, Hang-Yue, & Foley, 2006). 


Researchers added that perceived supervisory support is the employee's perception about their supervisor cares 
towards them and the supervisor appreciation to the contributions of his sub ordinates (Eisenberger et al., 
1986). The support includes providing the resources and information that is needed by the employees or 
showing the concern for the employee wellbeing at the work place or getting along with an employee to make 
them feel belonged. Supervisory support is also described as the degree to which an employee feels that they 
are being looked after and supported by their supervisor. Organizational support theory is the foundation of 
PSS. According to Organizational support theory PSS is a thought arises from the employees’ experience of 
positive behavior from representatives of the organization particularly from their direct supervisor (Shanock & 
Eisenberger, 2006). 


Some prior research supports the relationship of Interactional Justice and PSS. (DeConinck & Johnson, 2009) 
find that Procedural Justice is positively related to perceived organizational support, interactional Justice is 
related to PSS and distributive Justice is not related to any type of support. There are several studies which 
display that organizational justice is positively related to perceive organizational. 


POS is related to trust because support suggests to employees that they can rely on their supervisor or the 
organization (Ambrose & Schminke, 2003). 'Two studies have empirically demonstrated a positive relationship 
between perceived support and trust in management. First focused on the role of POS (Whitener, 2001)and 
other focused on PSS (Neves & Caetano, 2006). PSS partly mediate effect of Interactional justice and 
supervisory trust (Stinglhamber et al., 2006). However few other studies show that all the three forms of justice 
have positive and significant relationship with PSS (Bostanci, 2013). 


For the relationship of these variables with trust there are also different views of researchers. So we can conclude 
that different types of organizational justice have different independent effects on organizational and managerial 
trust as well as partially or fully mediated by POS and PSS. The fact to our knowledge there are only few studies 
(Stinglhamber et al., 2006) and (DeConinck, 2010) studying these variables in one model is astonishing and 
gives a clear indication for further study. 


Conceptual Framework 


Following figure reflects the relationship among research variables used in this research. Distributive, 
Interactional and Procedural justice are the Independent variables and Organizational Trust and Supervisory 
Trust are the dependent variables. Organizational Support and Supervisory Trust acts as mediator of the 
research and mediates the relationship of organizational justice dimensions and organizational and supervisory 
trust. Diagrammatic representation of the proposed relationships are shown in figure 1 
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Figure 1 - Conceptual framework of the study 
In the light of preceding conceptual framework, the researcher has formulated following hypotheses. 
H1 (a): The relationship between distributive justice and organizational trust is positive. 
H1 (b): The relationship between procedural justice and organizational trust is positive. 
H1 (c): The relationship between interactional justice and organizational trust is positive. 
H2 (a): The relationship between distributive justice and supervisory trust is positive and significant. 
H2 (b): The relationship between Procedural justice and supervisory trust is positive and significant. 
H2 (c): The relationship between Interactional justice and supervisory trust is positive and significant. 


H3 (a): Perceived Organizational Support mediates the relation between distributive justice and organizational 
trust. 


H3 (b): Perceived Organizational Support mediates the relation between procedural justice and organizational 
trust. 


H3 (c): Perceived Supervisory Support mediates the relation between Interactional justice and supervisory trust. 


H3 (d): Perceived Supervisory Support mediates the relation between distributive justice and supervisory trust. 
Research Design 


Sampling Technique 

For this particular study the researcher employed multistage stratified sampling technique. Working population 
for the study consists of total 17 universities of Rawalpindi and Islamabad. I have randomly selected four private 
universities and eight public sector universities. So, on the basis of stratified sampling, total 12 universities were 
selected. Faculty members comprising of Professors, Assistant professor, Lecturers and Associate professor 
and of both private and public universities were the targeted for this study. 


Twenty respondents were chosen from each university based on convenience, which made the sample size of 
240 respondents. Out of which 170 were returned, with a response rate of 70%. 
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Measurement 
All constructs were measured with scales adapted from the literature and measured on a five-point Likert-type 
scale where 1 — strongly disagree and 5 — strongly agree. 


Distributive Justice 


Distributive justice was measured using the six-item scale developed by previous researchers (Price & Price, 
2006). 


Procedural Justice 


Moorman’s (1991) justice 6 items scale was used to measure the procedural justice. Same scale was used by 
(Williams et al., 2002). 


Interactional Justice 

A 6-item scale adapted from the study by Moorman (1991) was used to measure the Interactional Justice. Items 
of interactional justice were focused on the interpersonal behavior of the HoD by asking whether head of 
department was kind and considerate, respectful of employee rights, and truthful. 


Perceived Organizational Support (POS) 

To assess the perception of an employee reflecting that they are given value and their opinion 1s considered 
important and that the organization cares about their welfare, some researchers have recommended using a 
short version of POS because this may enhance the willingness of respondents to complete questionnaires 
(Masterson et al., 2000). 'Thus I selected four high-loading items from the Survey of Perceived Organizational 
Support (Items 4, 10, 17, and 23, with factor. Loadings of .74, .80, .80, .84 respectively. 


Perceived Supervisory Support (PSS) 

To measure the perception of the employees in regards of their supervisors valuing the contribution they made 
and an attitude of care towards the wellbeing of the employees, I applied a similar logic and used the four items 
with highest loading from the SPOS and replaced organization with supervisor (Shanock & Eisenberger, 2006; 
Stinglhamber et al., 2006). Items.. 8.., 9., 25.., and 27.., with factor loadings of .74.., .83.., .82.., and .76.., 
respectively. 


Organizational Trust 


Trust in the organization was assessed by seven items adapted from the scale that was developed by Gabarro 
and Athos (1978) and used in other studies (Aryee, Budhwar, & Chen, 2002). 


Supervisor Trust 

To review employees’ level of trust that they show in supervisor, six-item scale which is based on cognition 
trust was used (McAllister, 1995). Same scale was used by (Ambrose & Schminke, 2003; DeConinck, 2010; 
Stinglhamber et al., 2006). 


Data Analysis 


To validate results of this study, various statistical tools and techniques were employed. Cronbach‘s alpha was 
employed to determined reliability of measures. The relationship between the variables was determined by 
employing the test of bivariate Pearson correlation 


To analyze impact of independent variables on a dependent variable regression test was performed. There were 
three Dependent variables, two independent variables and two mediating variables. Regression analysis also 
shows the fitness of model with the value of R square. Hayes multiple mediation process (2013) has been used 
in SPSS 21 to test the direct and indirect effect of predictor variables on outcome variables. 
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Majority of the respondents were females (66%) and rests were males. Participants ranged from 23 to 53 years 
of age with a mean age of 30 years having a mean experience of 4 years as shown in table 2. 86% respondents 
were single and 14% were married. The education level of the respondents shows that 27% respondents are 
Master's Degree holders (16 years), 47 % having M. Phil degree (18 years), 23% having doctorate degree and 
only 3% having post doc. 


Cronbach's Alpha was used to assess the internal reliability. Analysis shows moderate to high reliability of the 
coefficients for the scales that were used for this research, the alpha value from 0.70 (Supervisory Trust) to 0.93 
(PSS). The alpha value scores from 0.64 to 0.89 are quite acceptable in social sciences research (Choudhry, 
2009). The alpha value of the Distributive Justice is 0.90, Procedural Justice is 0.91 and of Interactional justice 
is 0.86. Similarly alpha values calculated for POS and Organizational Trust are 0.71 and 0.87 respectively. The 
reliability for 39 items 1s 0.927. 


Correlation 
The correlation of Distributive justice, Procedural justice, Interactional Justice, POS, PSS, Organizational Trust 
and Supervisory Trust is shown in table 1. 


Table 1 - Correlation matrix 


DJ PJ IJ POS PSS OT ST 
DJ Pearson Correlation 1 
Sig. (2-tailed) 
N 170 
PJ Pearson Correlation 635" 1 
Sig. (2-tailed) .000 
N 170 170 
IJ Pearson Correlation 241 = .385" 1 
Sig. (2-tailed) .002 .000 
N 170 170 170 
POS Pearson Correlation 297^ .596^* 533" 1 
Sig. (2-tailed) .000 .000 .000 
N 170 170 170 170 
PSS Pearson Correlation 334"  .357"  .841"  .438" 1 
Sig. (2-tailed) .000 .000 .000 .000 
N 170 170 170 170 170 
OT Pearson Correlation .438™ .651™" .583^ 580^ 473" 1 
Sig. (2-tailed) .000 .000 .000 .000 .000 
N 170 170 170 170 170 170 
ST Pearson Correlation .455" . .599" . .691" . .749" .693" . .549" 1 
Sig. (2-tailed) .000 .000 .000 .000 .000 .000 
N 170 170 170 170 170 170 170 


**. Correlation is significant at the 0.01 level (2-tailed). 


From the analysis it is noted that Distributive Justice is positively but moderately correlated to Organizational 
Trust (r=0.438, p«0.01). So H1 of the study which states that, “there is positive relationship between 
Distributive justice and organizational trust" is accepted. It is also noted Distributive Justice and Supervisory 
Trust is also moderately correlated and value of r is 0.455, and also significant at p<0.01). So H2a of the study 
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which states that, “Distributive justice has positive and significant relationship with supervisory trust" is also 
accepted. 


It is also noted that Procedural Justice is also positively and moderately related to both Organizational Trust 
(t= .651, p<0.01) and Supervisory Trust (r= .599, p<0.01). So we accept H1b and H2b. 


Relationship of Interactional Justice with Organizational Trust is also positive and significant (r= .583, p<0.01). 
So accepted H1c which is, “there is positive relationship between Interactional justice and organizational trust", 
but with Supervisor Support it is little strongly positive having r is 0 .749 at p<0.01. So H2c which states that, 
“Interactional justice has positive and significant relationship with supervisory trust" is accepted. 


The results of correlation analysis show that Organizational Trust has positive relationship with Distributive, 
Procedural and Interactional Justice. These results provide prove for Hla, H1b and H1c. These results of this 
study are similar to some prior findings (DeConinck, 2010; Stinglhamber et al., 2006). Results also provide 
initial support that all the three dimensions of justice have significant positive relations with supervisory trust. 
So H2a, H2b and H2c are also accepted. It is also noted that all the three dimensions of Organizational Justice 
are positively related to Perceived Organizational Support. 


It is of great interest that correlation among particular focus such as the organization and supervisor is stronger 
than the correlation found in the foci. For example it is seen that the relationship of procedural justice is strongly 
associated with POS having correlation value r = 0.596 than with PSS having r = .357. Results also show that 
it is more strongly associated with trust in organization than trust in supervisor, r = 0.651and 0.599, respectively. 
Results are similar to the findings of previous studies (Stinglhamber et al., 2006). The obtained results are in 
accordance with our hypotheses. 


Regression Analysis 

To analyze the impact of independent variables on a dependent variable regression test was performed. Study 
used three independent variable, two dependent and two mediation variables. Regression analysis also shows 
the fitness of model with the value of R square. 


Hypotheses are tested by the regression analysis technique which is used to determine the effect independent 
variable has on dependent variable. Considering effect of Distributive, Procedural and Interactional Justice on 
Organizational Trust it is significant at 0.000 level which is considered quite high, as shown in table 2. 


Table 2 - Regression analysis of DJ, PJ, I] with OT 


No. Test p t R? Adjusted R? F Stat 

1 DJ —> OT 118 25 13795 

2 p] e— OF 473 6.709*** 

3 J —->OT 390 6.956*** 333 547 68.952*** 


Note: DJ=Distributive Justice, PJ Procedural Justice, IJ=Interactional Justice, OT= Organizational Trust 
*p <0.05, **p<0.01,***p<0.01 


In this case, I have tested three hypotheses: these are as follow: H1a: DJ has a direct and positive effect on OT, 
H1b: PJ has positive relationship with OT, H1c: IJ has positive relationship with OT. 


The above table shows that value of R square is 0.547. This shows that 54.7 % variation in the OT is being 
explained by all independent variables. P-value is (.000) which means this relationship is also highly significant 
and we have accepted H1a, H1b, H1c. Beta values show the variation in dependent variables due to change in 
independent variables. Model fitness is confirmed by F-value = 68.952. 
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Then regression analysis for H2a, H2b and H2c were conducted, results shown in table 3. 


Table 3 - Regression analysis of DJ, PJ, I] with ST 


No. Test p t R? Adjusted R? F Stat 
1 DJ ——ST .129 2.079* 
2 PJ —> ST .308 4.717** 
3 IJ —ST .541 10.406** .617 .611 89.320** 


Note: DJ=Distributive Justice, PJ Procedural Justice, IJ=Interactional Justice, ST= Supervisory Trust 
*p <0.05, **p<0.01 


The above table shows that value of R square is 0.617. This shows that 61.7 % variation in the ST is being 
explained by all independent variables. P-value is (.000) which means this relationship is also highly significant 
and we have accepted H2a, H2b, H2c, which states that there is positive relationship between Distributive, 
Procedural and Interactional Justice respectively. Beta values show the variation in dependent variables due to 
change in independent variables. Model fitness is confirmed by F-value = 89.320. 


Mediation Analysis 


Hayes (2013) has been used in SPSS 21 to test the direct and indirect effect of predictor variables on outcome 
variables, Hayes explained that the mediation models can be explained in model templates. Therefore, 
researcher has tested mediation on Process Models 4. 


Mediation of POS with DJ and OT 
Table 4 - POS as a Mediator for Distributive Justice and Organizational Trust 


Steps Test p t sig R square F Stat 

1 DJ ——>POS .2448 4.0316 .000 .0882 16.2536 
POS— OT | .4814 7.2546 .000 .3855 52.3833 

2 DJ ——> OT .2592 4.7401 .000 .3855 52.3833 


In this case, we have tested two hypotheses: these are as follow: H1a: DJ has a direct and positive effect on OT 
and H3a: POS mediates the relationship between DJ and OT. 


Step 1: The above table shows that value of R square is 0.0882. This shows that 8.82 % variation in the POS is 
being explained by DJ. P-value is (.000) which means this relationship is also highly significant. DJ is regressed 
on the mediating variable which is POS was also significant (B = .24, t-value= 4.0316, p = «.000). It shows that 
DJ have a significant effect on the POS. Model fitness is confirmed by F-value = 16.2536. 


Step 2: First, in step 2 of the mediation process showed that the mediator (POS), controlling for DJ, thus, beta 
value B = .4814, t-value= 7.2546 is significant at p-value = .000. The R square result (R? = 0.38) reveal that the 
POS has accounted for 38.0 % variation in OT. The F= 52.38 confirms the model fitness. Thus POS 
relationship with OT is accepted and positive. 


Second, controlling for MV (POS), Distributive Justice was significant predictor of Organizational Trust, 8 = 
.2592, t-value= 4.74, p-value =.000. The F-value is 52.3833, confirms the models fitness and r square result 
0.38, which shows that 38% variation in Dependent variable is being explained by model. Hence H1a and H3a 
are both supported. From the above results it can be safely concluded that Percetved Organizational Support 
partially mediates the relation between Distributive Justice and organizational Trust. 
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Table 5 - POS as a Mediator for Distributive Justice and Organizational Trust: Total, Direct, And Indirect Effects 


Total effect of X on Y 

Effect SE t p LLCI ULCI 
3771 0597 6.3152 .0000 2592 4950 
Direct effect of X on Y 

Effect SE t p LLCI ULCI 
2592 0547 4.7401 .0000 .1513 .3672. 
Indirect effect of X on Y (POS) 

Effect Boot SE Boot LLCI Boot ULCI 

.1178 .0343 .0572 .1986 


Mediation Effect = 0.31 

Normal theory tests for indirect effect 

Effect se Z p 
.1178 .0337 3.4987 .0005 


The results indicate that total effect of Distributive Justice and POS on OT is significant B=.3771, t=6.3152 CI 
(0.25: 0.49]. The direct effect of Distributive Justice on OT is also significant B=.259, t=4.7401 CI [0. 15: 0. 36]. 


The results of indirect effect fully supported that POS mediates the relationship between Distributive Justice 
and OT, 8—.117, CI [0.057: 0. 198]. 


The results show that there is 30% mediation of POS between Distributive Justice and OT. The Sobal test also 
confirms the mediation results indicate that POS plays a mediating role between Distributive Justice and OT 
of the faculty members (8=0.117, Z=3.49, p«0.05). 


Mediation of POS with PJ and OT 
Table 6 - POS as a Mediator for Procedural [ustice and Organizational Trust 


Steps Test p T sig R square F Stat 

1 PJ — POS 4868 9.6195 .000 .3552 92.5352 
POS— OT .2628 7.5688 .000 .4648 72.5212 

2 PJ —>OT .4277 7.1097 .000 .4648 72.5212 


In this case, we have tested two hypotheses: these are as follow: H1b: PJ has a direct and positive effect on OT 
and H3B: POS mediates the relationship between PJ and OT. 


Step 1: The above table shows that value of R square is 0.3552. This shows that 35.52 % variation in the POS 
is being explained by PJ. P-value is (.000) which means this relationship is also highly significant. PJ is regressed 
on the mediating variable which is POS was also significant (8 = .48, t-value= 9.6195, p = <.000). It shows that 
PJ have a significant effect on the POS. Model fitness is confirmed by F-value = 92.5352. 


Step 2: First, in step 2 of the mediation process showed that the mediator (POS), controlling for PJ, thus, beta 
value B = .2628, t-value= 7.5688 is significant at p-value = .000. The R square result (R? = 0.46) reveal that the 
POS has accounted for 46.0 % variation in OT. The F= 72.52 confirms the model fitness. Thus POS 
relationship with OT is accepted and positive. 


Second, controlling for MV (POS), Procedural Justice was significant predictor of Organizational Trust, 8 = 
4277, t-value= 7.1097, p-value =.000. The F-value is 72.52, confirms the models fitness and r square result 
0.46, which shows that 46% variation in Dependent variable is being explained by model. Hence H1b and H3b 
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are both supported. From the above results it can be safely concluded that Percetved Organizational Support 
partially mediates the relation between Procedural Justice and organizational Trust. 


Table 7 - POS as a Mediator for Procedural Justice and Organizational Trust: Total, Direct, And Indirect Effects 


Total effect of X on Y 

Effect SE t p LLCI ULCI 
.5556 .0500 11.1206 .0000 .4570 .6542 
Direct effect of X on Y 

Effect SE t p LLCI ULCI 
A277 .0602 7.1097 .0000 .3089 .5464 
Indirect effect of X on Y (POS) 

Effect Boot SE Boot LLCI Boot ULCI 

.1279 .0452 .0431 .2235 

Mediation 

Effect = 0.23 

Normal theory tests for indirect effect 

Effect se Z p 

.1279 .0384 3.3302 .0009 


Mediation of PSS with IJ and ST 
Table 8 - PSS as a Mediator for Interactional Justice and Supervisory Trust 


Steps Test B T sig R square F Stat 

1 I ——»-»PSS .9503 20.1214 .000 7067 404.8720 
PSS— ST .2840 3.8715 .000 7207 90.7004 

2 I —ST .3095 3.7312 .000 1207 90.7004 


In this case, we have tested two hypotheses: these are as follow: H2c: IJ has a direct and positive effect on ST 
and H3c: PSS mediates the relationship between IJ and ST. 


Step 1: The above table shows that value of R square is 0.7067. This shows that 70.67 % variation in the PSS is 
being explained by IJ. P-value is (.000) which means this relationship is also highly significant. IJ is regressed 
on the mediating variable which is PSS was also significant (B = .95, t-value= 20.1214, p = <.000). It shows 
that IJ have a significant effect on the PSS. Model fitness is confirmed by F-value = 404.8720. 


Step 2: First, in step 2 of the mediation process showed that the mediator (PSS), controlling for IJ, thus, beta 
value B = .2840, t-value= 3.8715 is significant at p-value = .000. The R square result (R? = 0.72) reveal that the 
PSS has accounted for 72.0 % variation in ST. The F= 90.70 confirms the model fitness. Thus PSS relationship 
with ST is accepted and positive. 


Second, controlling for MV (PSS), Interactional Justice was significant predictor of Supervisory Trust, 8 = 
3095, t-value= 3.7312, p-value =.000. The F-value is 90.70, confirms the models fitness and r square result 
0.52, which shows that 52% variation in Dependent variable is being explained by model. Hence H2c and H3c 
are both supported. From the above results it can be safely concluded Perceived Supervisor Support partially 
mediates relation among Interactional Justice and Supervisory Trust. 
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Table 9 - PSS as a Mediator for Interactional Justice and Supervisory Trust: Total, Direct, And Indirect Effects 


Total effect of X on Y 

Effect SE t p LLCI ULCI 
.5794 .0467 12.3944 .0000 A871 6717 
Direct effect of X on Y 

Effect SE t p LLCI ULCI 
3095 .0829 3.7312 .0003 .1457 .4732 
Indirect effect of X on Y (PSS) 

Effect Boot SE Boot LLCI Boot ULCI 

.2699 .0599 .1563 .3871 


Mediation Effect- 0.46 

Normal theory tests for indirect effect 

Effect se Z p 
.2699 0711 3.7972 .0001 


Mediation of PSS with DJ and ST 
Table 10 - PSS as a Mediator for Distributive Justice and Supervisory Trust 


Steps Test p T sig R square F Stat 

1 DJ ——> PSS .3249 4.5929 .000 .1116 21.0945 
PSS— ST } 4518 10.9065 .000 .5370 96.8402 

2 DJ —> ST .1815 4.5054 .000 .5370 96.8402 


In this case, we have tested two hypotheses: these are as follow: H2a: DJ has a direct and positive effect on ST 
and H3d: PSS mediates the relationship between DJ and ST. 


Step 1: The above table shows that value of R square is 0.1116. This shows that 11 % variation in the PSS is 
being explained by DJ. P-value is (.000) which means this relationship is also highly significant. DJ is regressed 
on the mediating variable which is PSS was also significant (B = .32, t-value= 4.5929, p = «.000). It shows that 
DJ have a significant effect on the PSS. Model fitness is confirmed by F-value =21.0945. 


Step 2: First, in step 2 of the mediation process showed that the mediator (PSS), controlling for DJ, thus, beta 
value 8 = .4518, t-value= 10.9065 is significant at p-value = .000. The R square result (R? = 0.53) reveal that 
the PSS has accounted for 53.0 % variation in ST. The F= 96.84 confirms the model fitness. Thus PSS 
relationship with ST is accepted and positive. 


Second, controlling for MV (PSS), Distributive Justice was significant predictor of Supervisory Trust, 8 = .1815, 
t-value= 4.5054, p-value =.000. The F-value is 96.84, confirms the models fitness and r square result 0.53, 
which shows that 53% variation in Dependent variable is being explained by model. Hence H2a and H3d are 
both supported. From the above results it can be safely concluded Perceived Supervisor Support partially 
mediates relation among Distributive Justice and Supervisory Trust. 


Table 11 - PSS as a Mediator for Distributive Justice and Supervisory Trust: Total, Direct, And Indirect Effects 


Total effect of X on Y 

Effect SE t p LLCI ULCI 
.3283 .0496 6.6260 .0000 .2305 .4262 
Direct effect of X on Y 
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Effect SE t p LLCI ULCI 
.1815 .0403 4.5054 .0000 .1020 .2611 
Indirect effect of X on Y (PSS) 

Effect Boot SE Boot LLCI Boot ULCI 

.1468 .0443 .0633 2411 


Mediation Effect = 0.44 
Normal theory tests for indirect effect 


Effect se Z p 
.1468 .0348 4.2178 .0000 
Conclusion 


In this study, we investigated how employees’ perceptions of organizational justice, support affect employees 
trust level. After conducting the research it can be said that the outcome has various significant implications. 


This research validated and further elaborated the results of previous research in the area. Our hypotheses were 
supported. This study revealed that POS mediates the relationship of distributive justice and organizational 
trust and interactional justice is associated with PSS and trust in supervisors, which confirms the previous 
research. Procedural justice is an antecedent to OT directly and indirectly through POS, which validates 
previous research (DeConinck, 2010; Stinglhamber et al., 2006). Hence, it can be suggested that employment 
affiliation is a function of employees’ connections with the whole organization and the supervisor. 


In most of the prior studies Distributive Justice is not included, but the results of this study reflected the 
significance distributive justice has on employees' perception in regards to support and trust. It is related to 
Supervisor Trust directly and indirectly by means of PSS and related Organizational Trust directly and indirectly 
through POS. 


It was also revealed that Distributive justice and interactional justice are more important predictors for 
Supervisory Trust using PSS (R^ Change = 53% and 72% respectively). The reason behind this can be that the 
evaluation of an employee of the interaction he/she has with the superior is dependent upon the interpersonal 
contact originating from their everyday one on one interaction with that individual. Therefore, evaluation of 
this process with the superior is mostly based on the character of the superior and their behavior at the 
workplace. Results of the study also revealed that procedural justice is more important predictor of OT (R^— 
46.4%) as compare to distributive justice (R^—38.5). 


Results also revealed that has Distributive Justice is strongly associated to Supervisory Trust (R^— 53%) as 
compared to Organizational Trust (R°=38.5%). Previous studies found that distributive justice perceptions may 
be associated with the person implementing and communicating decisions to employees, but not with the 
organization as a whole (Hubbell & Chory-Assad, 2005). 


It can be suggested using the results distributive justice is significant variable affecting the perceived support of 
an employee and trust that they have; hence it should be a part of any future research assessing these variables. 


Limitations and Future Research 

The research conducted provides various opportunities for any future research. As this particular research was 
first of its nature conducted in educational sector of Pakistan and consists of three elements of organizational 
justice, POS, PSS and trust, a need for further replication of this is needed. The obtained results confirmed that 
relationships between Organizational Justice, Support and Trust are important. So it becomes vital to 
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understand why employees develop trust for their respective organization. It can also be suggested that by 
increasing perception of the justice in an organization level of support and trust can also be increased in the 
employees. 


All empirical studies have limitations and this study is not an exception. The first most important limitation of 
the study is that data is collected from universities of Islamabad only. There are few researchers who believe 
that interactional justice only has two components. The first one being the treatment of people with utmost 
respect and integrity, and the second one involves the proper explanation of reasons behind a certain decisions 
(Niehoff & Moorman, 1993). Further in upon this reason (Colquitt et al., 2001) has maintained that these 
components be treated as two distinct dimensions: first one being interpersonal justice (the degree of which an 
individual is treated with respect) and the second one related to explanation of decisions made at work place 
known as informational justice (Greenberg, 2001). So it is recommended to use the four factor taxonomy to be 
used for any future research on this topic. 


Some constructs were shortened before they were used in the particular theoretical mode. Specifically POS, 
PSS, and trust, were measured using appropriate items depending on the material and the obtained results of 
previous work on the subject. Although shorten version of the survey is favorable in achieving higher response 
rate, but the possibility of leaving out some relevant information that is essential for understanding the question 
cannot be ruled out. It is also recommended that any future research should take into account the possibility 
of issues that can be faced due to change of original construct to measure the variables. 


Practical Implications: 


To conclude it can be said that this study give evidence various kinds of justice has effect on different levels. 
The practical aspect of this research is the findings that the leaders, superiors managers and individuals who 
represent the organization need to have training on the various type of justice that prevail in the organization 
and how the effect various elements in work place and what could be their consequences. It was also stressed 
to enhance the level of trust at various organizational levels. Higher the level of trust the higher the performance 
of the team can be, and the higher level of organizational trust leads to interdepartmental trust and among the 
teams for the common purpose of promoting welfare of the organization. Hence the representatives of the 
organization can reap benefits of training by implanting various justice rules. 
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Abstract 


Purpose - This study examines the volatility spillovers in the 
presence of structural breaks with specific reference to South Asian 
Capital markets. The global financial crisis of 2007-2009 has 
compelled policymakers to realize that financial instability has the 
potential to threaten economic stability and growth; therefore, 
managing the financial crisis is inevitable. To manage the impact of 
financial crises, understanding the dynamics of volatility spillover 
across various markets is imperative. This study has investigated 
the possible emergence of structural breaks in risk patterns after 
global financial crises in south Asian markets. 


Methodology - Using the data from July 2002 to June 2016, 
employing the Exponential GARCH methodology. 


Findings - This study finds a significant volatility spillover after 
the financial crisis of 2007-09. Therefore, the existence of a 
structural break in the risk pattern of south Asian capital markets 
cannot be fully rejected. 


Policy Implications - This conclusion is of prime importance to 
policymaker in devising policy guidelines concerning financial 
crises 
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Introduction 


The recent developments in the financial sector throughout the world have resulted in growth in international 
portfolio investment and free capital flows. These developments have consequently given rise to inter-linkages 
and interdependencies among the markets. This integration in markets has also resulted in vulnerability to 
external shocks. One empirical evidence of this integration is the Global Financial Crisis, which started from 
the United States and spread to other markets around the world(Hwang & Ogwu, 2016). 


The characteristic of these financial markets to follow each other and fall simultaneously during the crisis period 
have raised concerns about the stability of the financial system and the effectiveness of international 
diversification strategies(Baur, 2006). Claessens and Forbes (2001) also highlight the same point noting that 
there is a general agreement in the academia that the financial crises spilled from the countries of their origin 
to other countries that had strong financial or trade ties with these countries. This sort of transmission of crisis 
ot shock from one market to the other is termed as volatility spillover. Hamao, Masulis, and Ng (1990) define 
volatility spillover as effects from foreign stock markets on the variances of daytime returns of subsequently 
trading markets. Mulyadi (2009) states the presence of interdependence and co-movement among the global 
capital markets and posits that the co-movement stemmed from market integration can result in the 
transmission of shocks from one to another market as volatility spillover. 


Various researchers are of the view that volatility spillover pattern changes significantly in the crisis period; 
however, once the crisis period is over, the pattern is supposed to be same as earlier. If the pattern of volatility 
spillover is permanently amended, then it is said that structural break has occurred (Lu Sui, 2016; Madetitsch & 
Jung, 2014; Natarajan, Singh, & Priya, 2014). There is a strand of literature that points out that structural break 
can occur due to the transmission of external shocks, significant information or decisions of policymakers as 
well (Lamoureux & Lastrapes, 1990; Malik & Hassan, 2004). Huang (2012) observes that significant information 
shocks in a market can originate structural change in the variance of other markets if they are integrated. 
Numerous empirical studies have confirmed that the volatility persistence is significantly reduced due to the 
transmission of major external shocks (Ewing & Malik, 2005; Malik & Hassan, 2004; Miralles Marcelo, Quiros, 
& Quiros, 2008). 


This study investigates potential structural break in south Asian capital markets consequent upon global 
financial crises along with analysis of volatility spillover. We do so with the help of Bivariate EGARCH. The 
study contributes to the literature in more than one way. Up to the best information of authors, this is the first 
study which is covering all important and major economies of South Asia, i.e., Pakistan, India, Bangladesh, and 
Sti Lanka. In this way, the results of this study will be generalized for SAARC, which is a regional block for 
economic cooperation. Secondly, the inclusion of three developed nations’ stock markets makes the result 
relevant for international portfolio diversification as well. And thirdly, the event study analysis based on the 
global financial crisis for south Asian economies is another feature that makes this study a contribution to the 
literature. 


The remainder of this paper is organized as follows. Section 2 presents the existing literature. In Section 3, data 
and methodology are presented. The results of statistical estimation have been discussed in section 4. And in 
the last, the conclusion has been presented in section 5. 


Literature Review 

Financial crises are not altogether a new phenomenon in capitalist economies. The last decade of the 20th 
century has already witnessed few, e.g., Brazilian financial crisis in 1999, the Ruble crises of 1998 in Russia, 
Asian Financial Crises of 1997-98, Exchange Rate Mechanism collapse in 1992, and Mexican Peso crisis of 
1994.In the words of Mishkin (1991), the financial crisis is a disruption in money and capital markets due to 
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which “adverse selection and moral hazard problems become much worse so that financial markets are unable 
to efficiently channel funds to those who have the most productive investment opportunities." In the past, such 
crises were a case of the local economy. Howevet, the liberalization of financial markets has resulted in financial 
linkages. Thus, the phenomenon of volatility spillover is now talk of the town. 


Volatility spillover can be defined as the impact of seemingly unrelated events among two or more than two 
stock markets within or outside the geographical boundaries of the country. Although there are positive 
spillover effects, the term is most commonly applied to the negative impact a domestic event has on other parts 
of the world, such as an earthquake, stock market crisis, or another macro event. 


Various reseatchers have examined the volatility spillover, not only across different countries, rather than in 
different areas of economies as well. Natarajan et al. (2014) confirmed statistically significant spillovers to 
Australian and German markets from US markets. Choudhry and Jayasekera (2014), while studying European 
markets, have also confirmed similar results. In their study, they concluded an increase in volatility spillover 
between the major and the stressed economies of the European Union. Similar results are argued by Claeys and 
Vasicek (2014) while studying the European bond market. On the other hand, vatious studies have also 
confirmed volatility spillover from the US and UK stock markets to the Japanese stock markets (Hamao et al., 
1990; Panayiotis Theodossiou, 1997). 


Similar studies have also been conducted for south Asian economies as well. Saeed, Riaz, and Ayub (2013) have 
investipated the transmission of six financial crises shocks from developed economies to South Asian 
economies. Results suggest that South Asian economies are getting more integrated with the world markets 
resulting in greater volatility spillover from developed markets during financial crises. Abbas, Khan, and Shah 
(2013) have documented the existence of volatility spillover among China, Pakistan, India, Sri Lanka, USA, UK, 
and Singapore. They have also confirmed the presence of spillover between hostile countries of the region 
provided there are trade relations between them. Jebran and Iqbal (2016) showed evidence of significant 
bidirectional and sometimes unidirectional spillover of return and volatility between China, India, Pakistan, and 
Japan. Jebran, Chen, Ullah, and Mirza (2017) also investigated the volatility spillover among emerging stock 
matkets from normal and turbulent time periods. Huo and Ahmed (2017) investigated the spillover effects 
generated due to recently introduced Shanghai-Hong Kong Stock Connect. They argue that after the 
introduction of new connects system, a weak and unstable co-integration relationship is found along with the 
increased level of conditional variances of both stock markets Habiba, Peilong, Hamid, and Shahzad (2019)also 
investigated the dynamics of volatility spillover among various Asian economies by employing an extended 
version of EGARCH. 


Consequent upon the occurrence of global financial crises, researchers started examining the possibility of the 
presence of a structural break in capital markets. The structural break can be defined, in non-technical terms, 
like persistence and pronounced macroeconomic shift in the data generating process. The presence of structural 
breaks tends to produce erroneous or spurious statistical relationships among variables. Research shows that 
the sum of estimated autoregressive parameters will be heavily biased towards one in a GARCH model if 
structural breaks are not considered (Hillebrand, 2005). Similarly, Pettenuzzo and Timmermann (2011) argue 
that structural breaks can cause instability in an economic mode, which will result in faulty prediction. Several 
academicians believe that excessive volatility spillover, consequent upon financial crises, may result in structural 
breaks in the volatilities of the markets(Arago & Fernandez-Izquierdo, 2007; Hammoudeh & Li, 2008; Jose 
Luis Miralles Marcelo, 2008; Mcmillan & Wohar, 2011; Moore, 2009; Wang, 2014). 


Aggarwal, Inclan, and Leal (1999) document that markets of developing economies have experienced numerous 
volatility structural breaks in the recent past. Some of these breaks were due to economic crises like periods of 
hyperinflation in Latin America, Mexican peso crisis, stock market scandal in India, and the October 1987 crash 
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that affected various stock markets around the world. Similarly, Jose Luis Miralles Marcelo (2008) document 
intra-market structural breaks in volatility while analyzing the spillover effect between large and small-cap 
portfolios in the Spanish stock market. Their results show structural changes in volatilities due to shock 
transmission among these portfolios. Hammoudeh and Li (2008)have found that the transmission of external 
shock results in a significant decline volatility persistence of the market. Similarly, occurrences of volatility 
breaks have been found in Japanese and Korean stock markets as a result of the spillover of external shocks 
(Kang, Cho, & Yoon, 2009). 


Malik and Hassan (2004) also found similar results. They employed the ICSS algorithm to determine volatility 
shifts and then incorporated it with a modified GARCH model to ascertain the true impact of shocks on 
changes in volatilities. They found that volatility persistence is significantly reduced in the result of the 
transmission of major shocks. Further, Ewing and Malik (2005), Maderitsch and Jung (2014) confirmed sudden 
strong breaks in volatilities of markets due to shock spillover and that failing to incorporate these volatility 
shifts results in the overestimation of spillover effects. 


South Asian economies were also greatly affected by Global Financial Crises. Still, up to the best of authors’ 
knowledge, no study has been conducted yet to examine whether structural breaks happened here or not. This 
is the contribution of this research paper. 


Data and Methodology 


This study intends to examine the phenomenon of volatility spillover in south Asian economies along with the 
occurrence of a possible structural break. In literature, various methodologies have been recommended for 
analyzing the transmission of shocks among various markets. ARCH/GARCH family of the model has been 
considered as one of the most suitable being able to identify volatility clustering. Therefore, the authors find it 
reasonable to employ the GARCH family of the model. This family of the model consists of many advanced 
and multivariate mode as well. For example. However, it has been witnessed that the utilization of more 
sophisticated models in economic and finance literature often leads to unnecessarily complicated results, which 
may seem glamorous econometrically but do not provide any significant marginal benefits. Therefore, keeping 
in view the specific requirements of this study, authors have decided to employ bivariate EGARCH to examine 
volatility spillover. 


Nelson (1991) proposed the Exponential GARCH model. EGARCH not only handles one of the limitations 
of GARCH, i.e., the non-negative condition for all estimated coefficients but also helps to capture leverage 
effect. 


logo. =y, *Lalogo, ae D fe m Eq(1) 


Where Y o, 0, Yi and Uj are the coefficients to estimate. When D <0, positive or good news results in a less 


volatile situation in comparison with negative ot bad news. Considering up to one lag only, the EGARCH can 
be written as 


En 
e. 


log o = y *0log o (rev) ym mr Eq(2) 
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(gegen dL sides Eq(3) 


2 


O 4 


log o. =y +@log o. 


1 


The main agenda of this investigation is to analyze volatility transmission across various markets accordingly; 
the bi-variate EGARCH model has been used to estimate the effect of volatility spillover from one country 
into the other country. The pairwise estimation has been conducted in order to estimate volatility transmission 
among countties. The above bi-vatiate EGARCH model can be written as follows; 


2 2 E- „m €; m 
logo,,-y,*0logo,,,* PN Epod Or eee Eq(4) 
O ian O iim 


Where 7 denotes the country from whose volatility transmission is estimated into another country as denoted 
by m. The extent of volatility spillover from one country to another is measured by the coefficient 6. 


Our data set consists of stock indices of four major economies of South Asia, i.e., Pakistan, India, Sri Lanka, 
and Bangladesh. To capture the impact of global financial crises, the indices from three developed economies, 
i.e., USA, UK, and Japan, have also been included in our analysis. Table 1 represents the selected indices in our 
data set. 


Table 1 - Indices used 

Indices Countty Remarks 

Pakistan KSE100 This index comprises of the top 100 companies 
selected on the market capitalization basis from 
Karachi Stock Exchange. Recently this index 
has been renamed as Pakistan Stock Exchange 
(PSX) 

India BSE 200 This index comprises of the top 200 companies 
selected based on current market value and the 
market activity of the companies from the 
Bombay Stock Exchange. 

Sri Lanka CSE Sensitive Index The Colombo Stock Exchange (CSE) index 
comprises 296 companies. 

Bangladesh DS30 This index comprises of the top 30 companies 
selected on the market capitalization basis from 
Dhaka Stock Exchange. 

United States of America S&P 500 This index comprises 500 companies selected 
on a market capitalization basis. 

United Kingdom FTSE 100 This index comprises of the top 100 companies 
selected on the market capitalization basis from 
London Stock Exchange. 

Japan NIKKIE 225 This stock market index is from the Tokyo 
Stock Exchange (TSE). The index is based on 
the Price-weighted index. 

The data set ranges from 1st July 2002 to 30th June 2016. The frequency of sampled data is daily. 
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Table 2 - Descriptive Statistics — Stock Indices 


Pakistan India Sri Lanka Bangladesh USA UK Japan 
Mean 0.00087 0.00063 0.00067 0.00052 0.00022 9.75e-05 0.00019 
Medina 0.00137 0.00122 0.00053 0.00000 0.00069 0.00013 0.00067 
Maximum 0.08255 0.15991 0.11612 0.19178 0.10957 0.09384 0.09494 
Minimum -0.06042 -0.11812 -0.13905 -0.26907 -0.09470 -0.09265 -0.12110 
Std. dev 0.01275 0.01444 0.01107 0.01553 0.01223 0.01208 0.01439 
Skewness -0.45850 -0.12282 -0.84710 -1.13660 -0.22260 -0.14332 -0.80192 
Kurtosis 6.27777 12.7099 24.5786 53.2901 13.5201 10.6020 10.0949 


For analysis of structural break, the sample is divided into two sub-samples, i.e., pre (July 01, 2002, to June 30, 
2007) and post-crisis (July 01, 2009, to June 30, 2016) periods. National Bureau of Economic Research 
announced that the USA was facing depression since December 2007, which ultimately recovered in Mar 
2009.Therefore to avoid any possible time overlapping, the period from Jul 01, 2007, till June 30, 2009, has 
been considered as the Global Financial Crisis period. Data has been gathered from Yahoo finance and the 
official website of the relevant stock markets. The justification sample period selection is based on the financial 
crisis period. As the study is being conducted in an event study environment, therefore, a reasonable sample 
period has been taken before and after the event has been selected. 


July 2002-June 2007 July 2007-June 2009 July 2009-June 2016 
Before Crisis period The Crisis period After the Crisis period 
5-Years before Crisis ']- Years after Crisis 


Results and Discussion 


A common issue with the time series data is the existence of unit root, which leads to spurious results of the 
estimation. The stationarity of the data set has been checked using the Augmented Dickey-Fuller (ADF) Test 
and Philips-Perron (PP) tests. The total data set has been found stationary at first difference. The results of 
ADF and PP tests are as follows: - 


Table 3 - Stationary Test at first difference 


Countries / stock markets Augmented Dickey Fuller (ADF) Philips-Perron(PP) Test 
Test 
T-Statistics Probability T-Statistics Probability 
Pakistan (PAK) -51.025 0.000 -52.138 0.000 
India (IND) -53.698 0.000 -53.611 0.000 
Sri Lanka (SL) -25.733 0.000 -49.146 0.000 
Bangladesh (BNG) -61.538 0.000 -61.448 0.000 
United States (US) -45.038 0.000 -64.2482 0.000 
United Kingdom (UK) -29.814 0.000 -61.668 0.000 
Japan (JPN) -58.634 0.000 -58.702 0.000 


Pair-wise estimation of the model presented at Eq (4) has been conducted, in the model at Eq 4, the coefficient 
of our interest is only DELTA, which is representing the magnitude and sign of volatility spillover from market 
n to market m. The detailed results of this coefficient of the EGARCH model are presented in Table 4. 


The overall analysis of the results shows that the volatility spillover among the paired countries, i.e., spillover 
from the first country to the second and from second to the first in a single pair, is not identical. In some cases, 
there is a difference in magnitude of volatility spillover between the countries in a single pair, while in others 
the effects are not reciprocated at all, i.e., there is significant volatility transmission from the first country to the 
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second countty in a pair however there is no spillover effect from later to the former. It is important to mention 
that overall results match with the general prudence criteria as well. For example, volatility spillover from the 
USA to Pakistan is significant at 1% (p=0.000, Coeff=53.979), whereas volatility spillover from Pakistan to the 
USA is insignificant even at 10% (p=0.1467, Coeff=-16.493). Similarly, volatility spillover from the UK to 
Pakistan is significant at 1% (p=0.0015, Coeff=41.431), whereas volatility spillover from Pakistan to the UK is 
insignificant altogether (p=0.8080, Coeff=2.526). The results of both of these two spillovers are very easy to 
understand, keeping in view the trade pattern and the level of remittances between these countries. Pakistan 
has even introduced Global Depository Receipts (i.e., GDRs) of one its biggest Oil exploration company, i.e., 
OGDCL. On similar lines, the results related to Japan do make sense as well. 


Results within South Asian economies are quite eye-opener. There exists bi-directional volatility transmission 
significant at 1%, between India and Pakistan, even being considered an enemy state. Such results are 
corroborated with the studies by Abbas et al. (2013) and Saeed et al. (2013). Similarly, the bi-directional volatility 
spillover exists between Pakistan and Bangladesh; however, the impacts are not identical as it is in the case of 
India. The uni-directional phenomenon exists between Sri Lanka and Pakistan, where spillover exists at 10% 
from Pakistan, however, no spillover is evidenced from Sri Lanka. 


Table 4 shows the presence of bi-directional spillover effects among some of the countries included in the 
study. On the other hand, some of the countries exhibit only un-directional volatility transmission. The bi- 
directional volatility spillover among countries highlights the high level of integration among these markets due 
to which these markets affect each other simultaneously in time of financial or business crisis. While some of 
the stock markets are not integrated enough to affect or to be affected by other stock markets. Further, 
developed markets such as the US or the UK also exhibit unidirectional volatility transmission with developing 
economies as they are immune to conditions in small markets like Bangladesh and Sri Lanka. 


The results of volatility spillover for each country are mixed based on the individual country’s integration and 
trade links with other countries. Volatility transmission from the US, UK, and India into Pakistan is significant 
at a=1%, while transmission in Pakistan from Bangladesh is significant at e=5%. While spillover from Japan 
and Sri Lanka into Pakistan are statistically insignificant. The statistically significant spillover from the US, UK, 
and India indicates strong linkages of the Pakistani market with these countries. On the other hand, despite 
significant trade volume among Pakistan and Japan, the Pakistani market is not strongly linked with the Japanese 
market. The same is true for Sri Lanka and Pakistan. The spillover from Pakistan and the United States into 
India is significant at 2=1%. While the same is significant at «=5% for Bangladesh. Transmission from Sri 
Lanka, United Kingdom, and Japan are insignificant. 


The result of spillover from developed economies also presents interesting facts. The transmissions from the 
United States, United Kingdom, Japan, Bangladesh, India, and Pakistan to Sri Lanka are insignificant. This 
shows that the Sri-Lankan market is not integrated with other markets so far. Volatility transmission from all 
the countties included in Bangladesh is statistically significant. The possible reasons behind these results might 
be that Bangladesh is a tax-free zone, which ultimately attracts a huge amount of foreign investment due to 
which its market has become highly sensitive to conditions in foreign markets. 


Developed economies such as the United States and the United Kingdom are considered resistant to shocks in 
most of the underdeveloped countries. The results of this study also confirm the same as the coefficients for 
volatility transmission for most of the developing economies are insignificant. Markets of the United States and 
the UK are affected by each showing that both markets are well integrated. While the result also shows that the 
coefficient of volatility transmission from Japan to the UK and US is statistically insignificant. 
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Volatility 
Transmission From Pakistan India Sri Lanka Bangladesh United State United Kingdom Japan 
— > 
21.661 
Pakistan 47.698 18.377 -39.878 53.979 41.431 (0 a 
(0.0004*) (0.2403) (0.0298**) (0.0000*) (0.0015*) l 
19.22 
India 52.723 0.194 -26.060 42.465 34.076 Een 
(0.0069*) (0.9886) (0.0259**) (0.0092*) (0.0666) 
-3.12 
Sri Lanka -39.402 9.104 g 1.883 27.419 21.367 heres 
(0.0608) (0.6051) (0.8854) (0.1448) (0.2932) l 
-17.7 
Bangladesh 282.846 -21.583 74.680 g -29.692 -76.238 (0 ee 
(0.0000*) (0.0004*) (0.0000*) (0.0000*) (0.0000*) 
7.735 
United State -16.493 14.787 -6.509 -3.849 g 111.816 (0.3738) 
(0.1467) (0.0983) (0.4192) (0.5382) (0.0000*) 
.57 
United Kingdom 2.526 2.999 -60.834 -5.202 39.160 g " s 
(0.808) (0.7007) (0.0000*) (0.4247) (0.0017*) 
Japan -15.211 27.246 16.934 -9.240 68.965 86.545 g 
(0.3777) (0.082) (0.1415) (0.2208) (0.0004*) (0.0005*) 


* ** represents the significant level at 1% and 5% respectively 


Probability value has been provided in parenthesis. 
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The results of Japan present a somewhat strange picture. In spite of significant trade volume between Japan 
and South Asian economies, i.e., Indian, Pakistan, Bangladesh, Sri Lanka, the coefficient of volatility 
transmission is statistically insignificant, indicating the lack of inter-dependencies of these economies and Japan. 
Volatility transmission into Japan from the United States and the United Kingdom is significant at x=1%. The 
influence of the markets of the United States and the United Kingdom are significant due to the 
interdependency of these markets. 


EGARCH with Dummy Variable 


One important objective of this study is to investigate the existence of structural break and its impact on 
volatility spillover in the capital markets of south Asian economies. It is believed that excessive volatility 
spillover, consequent upon financial crises, may result in a break in the data generating process, commonly 
known as structural breaks(Mcmillan & Wohar, 2011). 


Econometrics literature provides various mechanisms to identify the breaks in the data generating process. 
However, using the classic concept of “simple is beautiful,” this study uses the dummy variable in an event 
study environment to investigate the effect of global financial crises on post crises volatility patterns. 


An alternative methodology, instead of introducing a dummy variable, can be to estimate the model 
independently for pre-crisis and post-crisis data and then comparing the results. However, estimating the model 
into two parts, i.e., pre-crisis and post-crisis, leads to the loss of a degree of freedom. Therefore, introducing a 
dummy variable for the post-crisis period seems a better option. 


For examining the breaks in the data generating process consequent upon global financial crises, the first step 
is to identify the period representing global financial crises. National Bureau of Economic Research announced 
that the USA was facing depression since December 2007, which ultimately recovered in Mar 2009. Therefore, 
to avoid any possible time overlapping, the period from Jul 01, 2007, till June 30, 2009, has been considered as 
the Global Financial Crisis period (i.e., Event Window) in this study. The sample has been divided into two 
sub-samples, i.e., pre-crisis subsample comprising of data from 1st July 2002 to 30th June 2007, and post-crisis 
subsample comprising of data gathered from 1st July 2009 to 30th June 2016. Whereas the data related to the 
crisis period, i.e., from 1st July 2007 to 30th June 2009, have been excluded from the analysis altogether. 


To incorporate the dummy variable, we have augmented our basic model with another coefficient. Dummy 
variable has a value of zero for the pre-crisis period, whereas 1 for the post-crisis period. Now the augmented 
EGARCH-Dummy model is as follows: 


2 2 6 m €, m 
log Oo, .-y,*0 log Ou "Eod. +p + DBO asl OD apune 
N Oi V O iin 


Table 5 presents the variation in volatility spillover in the presence of possible structural break, if exist, with the 
help of EGARCH-D (ie., dummy coefficient in EGARCH) model presented at Eq (5).The result of the 
EGARCH-D model, after incorporating dummy variables, confirms the presence of bi-directional transmission 
of volatility across all markets. The difference among the results of both models, i.e., EGARCH and EGARCH- 
D model, points out structural break in the market volatility, i.e., volatility spillover from other market has 
consequently resulted in variation in the primary market. 
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Table 5 -Bi-Variate Exponential Garch Coefficient With Dummy Variable 
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Transmission 


From Pakistan India Sri Lanka Bangladesh United State United Kingdom Japan 
—————— 
Paki Ó -1523.391* -172.007* 294.502* -1543.707* -896.432* -643.394* 
akistan - 
o ] -1.319* 1.190* 1.258* 1.253* 0.199* 0.462* 
Indi Ó -7.260 6.254 -7.149 -40.899 -43.005 -1.922 
ndia - 
o -0.028* ] -0.026* -0.026* -0.026* -0.027* -0.027* 
m * i * z = ** 
Sri Lanka Ó 525.491 63.191 ] 19.148 36.970 21.776 58.613 
o -0.113* -0.083* ] -0.083* -0.082* -0.081* -0.078* 
B Ó 4327.518* -592.649* -784.831* -3428.898* -2320.486* -2789.528* 
angladesh - 
Q9 2.056* 1.419* 1.381* , 1.563* 1.457* 1.476* 
* 2. " P * * * 
United State Ó 748.192 123.537 123.175 1517.128 ] 8615.751 5037.351 
* * * * * 
o 2.038* 1.974 1.967 2.080 : 2.274 1.896 
d * z * d * X * * = * 
United Kingdom Ó 31.684 234.877 161.173 1695.933 11420.52 . 281.004 
o -0.023* -0.090* 0.129* 1.853* 2.095* . -0.060* 
J Ó 847.839* 1260.149* 507.461* -668.713* 2314.168* 2572.82* 
apan - 
o (2.050)* 1.727* 1.925* 1.897* 2.036* 1.418* 


*,**, represents the significant level at 1%, and 5% respectively 
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In Eq (5), the coefficient of our interest is of the dummy variable. The significance of the dummy variable in 
Eq (5) suggests the significant shift in volatility spillover pattern after global financial crises. The results 
presented in Table 5 confirm this pattern. The coefficient of the dummy variable in all estimated results is 
significant, thus suggesting the existence of a structural break in volatility spillover pattern. After incorporating 
the structural break into the EGARCH model at Eq (5), the results are drastically changed. Results suggest the 
existence of bi-directional spillover effect Pakistan - US and Pakistan - Sri Lankan markets. These results suggest 
that these markets are highly integrated with the Pakistani market and that any sort of financial shocks in these 
countries is transmitted into the Pakistani market and vice versa. 


The results also show that the Indian market is not affected by external shocks. The estimation result of the 
EGARCH model suggests the absence of significant coefficients for the sampled countries with respect to the 
Indian market. However, the results of EGARCH-D models show that spillover coefficients of all the sampled 
countries with respect to the Indian market are significant. The results show that there is a bi-directional 
spillover effect between India — US, India — UK, and Indian — Pakistan. 


On the other hand, the results of the EGARCH and EGARCH-D model with respect to Sri Lanka are quite 
different. The result of the EGARCH model suggests that none of the volatility spillover coefficients are 
significant except that of Pakistan. While the results of the EGARCH-D model suggest spillover coefficients 
in respect of all the countries included in the study are significant. These results show a bi-directional spillover 
effect between Sti Lanka and the US, Sri Lanka and UK, Sri Lanka and Pakistan and Sri Lanka, and India. 


In the case of Bangladesh, however, the results of both the EGARCH and EGARCH-D model are similar, 
indicating that the Bangladesh market is highly sensitive to external shocks. It suggests that conditions in all the 
countries included in the study have a significant impact on the Bangladesh market and vice versa. This also 
proves that Bangladesh is getting integrated with international markets. 


The results with respect to the United States contradict the results of previous studies. In comparison with the 
eatlier model, the coefficients for spillover from the US to Sri Lanka and India are insignificant according to 
out results. The result of the EGARCH-D model shows that there is a significant bi-directional transmission 
of volatility between the US and other sampled countries. The variation in the results may bedue exclusion of 
data for the period relating to the global financial crisis 2008. This signifies the US market is highly integrated 
with all the other countries included in the study. 


With respect to the United Kingdom, the results of EGARCH and EGARCH-D models are also not similar. 
As per the results of the former model, only shocks in Sri Lanka are transmitted over to the market of the 
United Kingdom. While as per the results of the later model, shocks occurring in all of the countries included 
in the study, namely the United States, India, Pakistan, Bangladesh, Sri Lanka, and Japan, have implications on 
the UK’s market. Similar results are documented for Japan. The only UK and US market shocks have an impact 
on the Japanese market, as per the results of the EGARCH model. While as per the results of the EGARCH- 
D model, shocks in any of the countries included in the study are transmitted have an impact on the Japanese 
market. 


Conclusion 

This study aims to investigate volatility spillover in the presence of structural breaks in South Asian financial 
markets, i.e., India, Pakistan, Bangladesh, and Sri Lanka, during the 2008 global financial crisis. These selected 
countries represent the key economic players in the south Asian region and have relatively developed financial 
matkets. 


The methodology of this investigation consists of two steps. In the first step, volatility spillover has been 
examined pairwise using the whole period, i.e., from 2002 to 2016. In the next step, a dummy variable 
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representing the crisis period has been introduced, and data has been re-estimated. The detailed results are 
presented in Table 5 and conform to our intuitive thinking. 


This study, therefore, suggests the strong evidence of volatility spillover with certain exceptions. The results 
also suggest the existence of a structural break in volatility patterns of all sample countries. Exceptions include 
India and Sri Lanka, which show the absence of spillover effect in some cases depicting the strong internal 
mechanism of financial markets due to domestic confidence in the financial sector, which ultimately provided 
a buffer from external threats. Similar results exist about Sri Lankan markets depicting possible reason for less 
integration with the world markets. Interestingly, evidence regarding bi-directional volatility spillover exists 
among the financial markets of Bangladesh, Japan, Pakistan, and the United Kingdom. 


Policy Implications 

The result of this study has important implications for policymakers. Better economic and financial planning 
depends on better forecasting models. These models, with possible scenarios amendments, provide optimal 
policymaker solutions. Howevet, in the presence of structural breaks, forecasting models also need to be 
significantly amended. Therefore, the conclusion of a study about the existence of structural breaks suggests 
that policymakers need not rely on earlier tools and models for effective decision making. 


The results of this study also suggest that due to significant spillover, international portfolio diversification with 
countries with higher spillover is not feasible and can lead to losses in capital markets. 


Limitations and Future Research Directions 


The results of this study indicate structural breaks in the market after the transmission of the financial crisis 
from outside markets. However, extent of these structural breaks could not be determined as the scope of this 
investigation only included determining and estimating the volatility spillover in the markets, and the model 
developed in the light of the said scope was able to estimate the extent of transmission of shocks among the 
sampled markets and lacked the ability to estimate the magnitude of structural break in the markets resulting 
from transmission of shocks. 


The literature on the financial crisis and volatility spillover are still an open and new phenomenon for further 
research by other researchers. The Global Financial Crisis has warned and conveyed the cost of the financial 
crisis and volatility spillover to the world. There are alternative ways to extend the research. First of all, to check 
the volatility spillover in the money market as well as foreign exchange markets. The methodology used by 
including economics variables like inflation, capital inflow/outflow, and Gross Domestic Product, ete. 
Secondly, instead of investigating one market from one country, the volatility spillover effect can be investigated 
between national financial markets with various sectors like Telecom and Energy, etc. 
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